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ATTN: Sharla Dillion, Dockets & Records Manager

460 James Robertson Parkway
Nasvhille, TN 37243-0505
Re: Notice of Kingsport Power Company d/b/a AEP

Appalachian Power
TRA Docket No.: 08-00213

Dear Chairman Hargett:
We submit herewith the original and thirteen copies of Exhibit 4 to the Notice of Kingsport Power
Company d/b/a AEP Appalachian Power relative to changes in its Purchased Power Adjustment Rider.

Should there be any questions, please direct same to the writer.

Very sincerely yours,

HUNTER, SMITH & DAVIS, LLP
// 1’ ’ . é
Ul /é”m

William C. Bovender

WCB/slb
cc: Timothy C. Phillips, Assistant Attorney General

State of TN, Office of the Attorney General
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November 13, 2008
BY HAND DELIVERY
The Honorable Kimberly D. Bose, Secretary
Federal Energy Regulatory Commission
James R Bacha neel . 588 First Street, N.E.
Regulatary Services Washington, D.C. 20426
(614) 716-1615
§f§a1)nzg;§3_5c%ff ) Re: Appalachian Power Company

Docket No. ER09-___-000

Dear Secretary Bose:

On behalf of Appalachian Power Company (APCo), we herewith tender
for filing, pursuant to Sections 35.1 and 35.13 of the Commission’s
Regulations, the Amended and Restated Interconnection Agreement, dated
November 13, 2008 (Amended Agreement), between APCo and Kingsport
Power Company (Kingsport). Kingsport has been a wholesale customer of
APCo for many years. The Amended Agreement incorporates new rates
under which APCo proposes to supply full requirements electric service to
Kingsport, beginning January 1, 2009. As discussed more fully herein,
APCo respectfully requests that the Commission issue an order by
December 12, 2008, accepting the Amended Agreement to be effective on
January 1, 2009.

This filing consists of an original and six copies of the following
documents:

1) This letter of transmittal;

2) The Amended and Restated Interconnection Agreement
Between Appalachian Power Company and Kingsport
Company, which APCo has designated as Appalachian
Power Company First Revised FERC Rate Schedule No. 23
(Rate Schedule 23 or Amended Agreement) (a blacklined
version also is provided);

EXHIBIT
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3) Exhibit I, which provides cost support for the new generation
rates contained in Rate Schedule 23;

4) Exhibit II, which shows actual sales to, and revenues from,
Kingsport for the twelve months ended December 31, 2007,
and estimated sales to, and revenues from, Kingsport, for the
twelve months ended December 31, 2009, based upon the
proposed rates contained in Rate Schedule 23;

5) Exhibit 111, which is a Certificate ot Concurrence in which
Kingsport certifies its agreement to take service under the
Amended Agreement and requests that the Commission issue
an order accepting the Amended Agreement for filing by
December 12, 2008: and

6) Exhibit IV, which is a Settlement Agreement among APCo,
Kingsport and the East Tennessee Energy Consumers
(ETEC) under which ETEC agrees to support APCo’s
request that the Commission approve or accept the Amended
Agreement and the rates sel forth therein.

L. Background

APCo and Kingsport are electric operating subsidiaries of American
Electric Power Company (ALP) and are part of the east zone of the AEP
system (AEP-East System). APCo owns and operates facilities for the
generation, transmission, and distribution of electric power and energy in
the States of Tennessee, West Virginia, and the Commonwealth of
Virginia. Kingsport does not own any generating facilities, but does own
and operate facilities for the transmission and distribution of electric power
and energy to retail customers in the State of Tennessee subject to the
jurisdiction of the Tennessee Regulatory Authority (TRA); Kingsport
currently serves no wholesale customers. Kingsport has had discussions
with the TRA Staff and the Tennessee Attorney General’s Consumer
Advocate Office about the effect that this filing will have on Kingsport’s
retail rates.

APCo’s and Kingsport’s electrical systems are interconnected and for
many years have been operated as part of the integrated AEP-East System.
The transmission facilities of the AEP-East System are operated under the
functional control of PJM Interconnection, L.L.C. (PJM).



The Honorable Kimberly D. Bose
November 13, 2008
Page 3 of 11

APCo currently provides wholesale electric service to Kingsport under a
full requirements agreement that originally was entered into on November
19, 1954, and that has been amended thereafter from time to time (1954
Agreement). APCo’s current rates to Kingsport are based upon 1992 test-
year costs, and were established pursuant to Appalachian Power Co..
Opinion No. 423, 83 FERC 961,335 (1998), ref’g denied. Opinion No.
423-A, 87 FERC % 61.036 (1999). For that reason, on March 28, 2008,
APCo filed with the Commission. in Docket No. ER08-740, a new
agreement for wholesale requirements service to Kingsport. which
included formula rates intended to replace the rates set out in the 1954
Agreement. On May 2, 2008, ETEC, which consists of a group of
Kingsport’s largest retail industrial customers, filed a protest challenging
the justness and reasonableness of the rates proposed by APCo. On May
9, 2008, APCo sought to withdraw the March 28" filing to enable APCo,
Kingsport, and ETEC to discuss the matters raised in ETEC’s protest, and
by Letter Order issued July 2, 2008, the Commission accepted APCo’s
withdrawal. Since that time, the parties have been discussing terms under
which APCo would sell wholesale requirements power to Kingsport and
certain changes to retail rates that Kingsport would propose to the TRA.

On November 13, 2008, APCo, Kingsport and ETEC entered into a
Settlement Agreement setting out the basic terms under which APCo
would propose to sell wholesale requirements power and energy to
Kingsport. Among other things, that Settlement Agreement (attached as
Exhibit TV hereto) sets out the agreed-upon rate structure, including the
generation rates (Generation Settlement Rates), for service to Kingsport.
These rates, which will be stepped in over 2009 to 2011, produce revenues
similar to current revenues produced under various formula rate
agreements that APCo has with other non-aftiliated wholesale customers
(referenced below), and would be stated rates to produce a greater level of
certainty for the ETEC companies. As discussed in the next section, the
Generation Settlement Rates, the transmission services charges, and other
related terms set out in the Settlement Agreement., are set out in the
Amended Agreement.
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I The Amended Agreement

Per the Settlement Agreement, APCo, Kingsport, and ETEC agreed that
requirements service to Kingsport would continue to be provided under the
basic framework of the 1954 Agreement, as amended. As shown in the
blacklined version. the Amended Agreement replaces certain introductory
provisions with more current language and adds the new rates agreed to in
the Settlement Agreement. In accordance with Order No. 614, Rate
Schedule 23 is an amended and restated version of the 1954 Agreement,
conformed to reflect amendments to date and the changes agreed to in the
Settlement Agreement.

A. The Rate Structure

The Generation Settlement Rates in Rate Schedule 23 are designed to
recover APCo’s total annual base generation revenue requirement (total
revenues less fuel and transmission service revenues) through generation
demand, energy, fuel, and back-up charges. The Generation Settlement
Rates will increase the generation portion of the rates currently charged
under the 1954 Agreement (Current Rates) as follows: The 2009
Generation Settlement Rates are designed to produce annual charges that
are $24 million higher than those under the Current Rates. The 2010
Generation Settlement Rates are designed to produce annual charges that
are $27 million higher than those under the Current Rates. The 2011
Generation Settlement Rates are designed to produce annual charges that
are $36 million higher than those under the Current Rates. These increases
are allocated 95% to APCo’s demand charges and 5% to APCo’s energy
charge. The per-unit Generation Settlement Rates for each year are set out
in Attachment A of the Settlement Agreement and in Section 8.01 of the
Amended Agreement.

Afttachment A to the Settlement Agreement demonstrates that the
Generation Settlement Rates produce the agreed-upon stepped increases in
generation charges. The proposed Off-Peak Eixcess Generation Demand
Rate is not shown on Attachment A to the Settlement Agreement because
no Kingsport retail customer currently takes such service. The Off-Peak
Excess Generation Demand Rate contained in the Amended Agreement is
10% of the Generation Demand Rate. consistent with the design of the
Off-Peak Excess Generation Demand Rate currently in effect in the 1954
Agreement. Because Kingsport’s retail customers only subscribed to back-
up levels A and B in 2007, Attachment A to the Settlement Agreement
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does not include proposed new rates for back-up levels C through F. The
proposed new rates for these back-up levels, as contained in the Amended
Agreement, were calculated as the corresponding percentage of the
Generation Demand Change (e.g.. the 15% back-up level is 15% of the
Generation Demand Charge).

The maintenance service provisions in the 1954 Agreement have been
deleted, as no Kingsport retail customer takes such service. In addition to
the Generation Settlement Rates described above, the Settlement
Agreement provides that Kingsport will pay for Network Integration
Transmission Service and other applicable transmission-related services
(other than generation-based Ancillary Services), as arranged by the AEP
East System, in accordance with the provisions of the PIM Open Access
Transmission Service Tariff (or other applicable rate schedule), as such
rate schedules, which may be revised from time to time, apply to the AEP
East System companies. The Amended Agreement reflects this provision
in Section 8.01.

The Amended Agreement implements the agreed-upon rates set out in the
Settlement Agreement, including the stepped increase in generation rates.
Section 8.01 of Rate Schedule 23 specifies that the rates in efféct on
December 31, 2011, will continue in effect through the initial term of the
Amended Agreement, and provides further that either party shall have the
unilateral right under Section 205 or 206, as applicable, to request that the
Commission change the generation rates, provided that such change be
made effective on and after January 1, 2012. Section 8.01 of the Amended
Agreement further provides that the Commission may not require any
change to the Amended Agreement that would become effective prior to
January 1, 2012, unless the Commission determines that such change is
required under the public interest standard set forth in Morgan Stanley
Capital Group Inc. v. Public Utility District No. 1 of Snohomish County,
128 S.Ct. 2733, 2740 (2008). If a non-contracting third party requests that
the Commission require a change be made to the Amended Agreement that
would be effective prior to January 1, 2012, the Commission shall review
such request under the most stringent standard permissible under then-
current applicable law.  The Settlement Agreement provides that,
notwithstanding the rate change provisions in the Amended Agreement,
ETEC shall not have the unilateral right under Section 206 to request that
the Commission change the Generation Settlement Rates where such
change would become effective prior to January 1, 2012.
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B. Cost Support for the Settlement Rates

APCo is supporting the total annual base generation revenue requirement
provided for in the Settlement Agreement by reference to cost-of-service
data of the type previously submitted to FERC to support APCo’s cost-
based formula rate agreements. APCo presents that support in Exhibit I,
which shows the derivation of a generation demand and energy charge
applicable to Kingsport based on APCo’s Form 1 data for the 12 months
ending on December 31, 2007, (with the exception of plant-related
balances), and Kingsport consumption data based on that same twelve-
month period.  The plant-related balances (including accumulated
depreciation and accumulated deferred income taxes) used in Exhibit [ are
as of June 30, 2008, to reflect the substantial investment made by APCo,
primarily in environmental equipment such as scrubbers, which have been
recorded on APCo’s books during the first six months of this year.
APCo’s 2008 expenses likewise have increased, but APCo does not yet
have data of adequate quality for these items, so Exhibit I conservatively
reflects 2007 expense data.

Exhibit I is consistent with information provided by APCo to support full
requirements formula rate agreements that it has entered into with non-
affiliates and that the Commission has accepted since March 2006." The
Commission previously has permitted APCo and its affiliated utility
operating companies to charge affiliates, such as Kingsport, rates that were
based on Commission-approved agreements with non-affiliates. See, e.g.,
Appalachian Power Co., 40 FERC 9 61,182 (1987) and Indiana Michigan
Power Co., Letter Order, Docket Nos. ER90-269-000, er al. (June 18,
1991). This filing presents an analogous situation.

The cost-of-service data set out in Exhibit I demonstrate that APCo could
cost-justify an annual increase of $28,838,457 over the generation
revenues currently being collected under the 1954 Agreement. This
represents an overall increase of $86,515,371 over the period 2009-2011.
Consistent with the Settlement Agreement. the Generation Settlement

' See, ¢.g.. Appalachian Power Co., Letter Orders, Docket No. ER06-
848-000 (May 26,2006); Docket No. ER06-905-000 (June 8, 2006), Docket No.
ER08-307-000 (Jan. 9, 2008); Docket No. ER06-922-000 (June 9, 2006); Docket
No. ER08-306-000 (Jan. 10, 2008); Docket No. ER06-1049-000 (July 11, 2006):
Docket No. ER08-308-000 {(June 10, 2008); and Docket No. ER07-1111-000
{Aug. 3, 2007).
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Rates are designed to produce additional generation revenues of $24
million in 2009, $27 million in 2010, and $36 million in 2011.

The stepped increase of Generation Settlement Rates is a negotiated
outcome intended to enable APCo to recover its current costs while at the
same time stepping in the increase to Kingsport, and ultimately its retail
customers, including the ETEC companies, over three years. The
Commission previously has ruled that nothing in the Federal Power Act or
the Commission’s regulations prohibits a seller from implementing such a
stepped or phased increase in rates. See, e.g., Indiana & Michigan Electric
Co., 20 FERC 461,079 at 61,170 (1982); Pacific Gas & Electric Co..
17 FERC 461,069 at 61,150 (1981).

As discussed above, the overall revenue increase during 2009 and 2010 is
about $6.7 million below the increase justified by the cost-of-service data
set out in Exhibit I ($51 million compared with $57.67 million ), while the
revenue increase in 2011 is about $7.2 million above the cost-justified
increase ($36 million compared with $28.83 million). Rather than viewing
the Agreement as establishing three distinct rate periods, however, the
Generation Settlement Rates should be reviewed over the three-year
" horizon covered by the Settlement Agreement. Reviewing the Agreement
in this fashion is analogous to the “life-of-the-contract™ approach that the
Commission has employed in the context of Section 206 challenges
directed to the rates in effect toward the end of the term of a fixed-rate
contract. See French Broad Electric Membership Corp. v. Carolina Power
& Light Co., 92 FERC 9 61,283 at 61,967 (2000), citing San Diego Gas &
Electric Co. v. Public Service Co. of New Mexico, 85 FERC 961,414 at
62,574, on reh’g, 86 FERC § 61,253 at 61,912 (1999) (recognizing that the
benefits and burdens of a long-term contract must be viewed over the term
of the contract); see also San Diego Gas & Electric Co. v. Sellers of
Energy and Ancillary Service, 99 FERC § 61,160 at 61,652 n.20, citing
French Broad.”

? In cases involving fixed-rate contracts, the Commission’s analysis
appropriately spans the entire term of the contracts. Because the rates under the
Amended Agreement are fixed only for the first three years, it is appropriate to
analyze the rates over that period. With respect to rates in effect after 2011,
ETEC will have full Section 2006 rights to challenge APCo’s rates based on cost-
of-service data for the appropriate time period.
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As noted above, during the three years covered by the Settlement
Agreement, the Generation Settlement Rates would produce an overall
increase in generation revenue that tracks the cost-of-service data set out in
Exhibit I. This is shown in the net present value (NPV) table set out
below. Using an assumed discount rate of 8.4063%, the NPV of the
agreed-upon revenue increases for 2009 through 2011, is $73,371,731.
while the net present value based on the Exhibit 1 benchmark data, using

the same discount rate, is $73.778.000.

Exhibit | Data
Revenue w Present
Year Rate Period Back-up Value
1 8.4063% 1 28,838,457 26,602,197
2 8.4063% 2 28,838,457 24,539,346
3 8.4063% 3 28,838,457 22,636,457
73,778,000
Amended Agreement
Revenue w Present
Year Rate Period Back-up Value
1 8.4063% 1 24,000,000 22,138,935
2 8.4063% 2 27,000,000 22,974,958
3 8.4063% 3 36,000,000 28,257,838
73,371,731

These NPV calculations demonstrate that during the three years covered by
the Settlement Agreement, the Generation Settiement Rates set out in
Section 8.01 of the Amended Agreement have been designed so that APCo
will not recover in excess of a 100 percent contribution to its generation
costs. See San Diego Gas & Electric Co. v. Public Service Co. of New
Mexico, 86 FERC ¥ 61,253 at 61,913, n.12 (1999).

I11. COMPLIANCE WITH 18 C.F.R. § 35.13

In compliance with the requirements ol 18 C.F.R. § 35.13, APCo staics as
follows:
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A. General Information — 18.C.F.R. § 35.13(b)

The documents enclosed with this filing include this Transmittal Letter and
the documents listed on pages 1 and 2 of this Transmittal Letter. The
names of the persons upon whom this filing has been served are set out
below in Section IV. A description of and the reasons for the rate changes
proposed are discussed in this Transmitlal Letter. APCo further states that
there are no costs included in the cost-of-service data that have been
alleged or judged in any administrative or judicial proceeding to be illegal,
duplicative, or unnecessary costs that are demonstrably the product of
discriminatory employment practices.

As provided in Section 1.2 of the Settlement Agreement, APCo is
authorized to represent that the E'TEC supports APCo’s request that the
Commission approve or accept the Amended Agreement and the rates set
forth therein. The Settlement Agreement provides, however, that ETEC
does not agree to any specific rate principle or the reasonableness of any
specific cost item shown in Exhibit 1.

B. Cost of Service Information

As discussed above, APCo herewith submits cost-of-service data in
Exhibit I that provide detailed information sufficient to permit the
Commission to assess the Generation Settlement Rates. APCo requests
waiver of those provisions in Section 35.13 that would require APCo to
submit the additional cost-of-service data specified in subsections (b)
through (h). The bases for this request are: The Amended Agreement
provides for service to a single customer, Kingsport, and Kingsport has no
wholesale customers. Second, the rates set out in the Amended Agreement
are the direct result of APCo’s and Kingsport’s negotiations with
Kingsport’s largest industrial customers, represented by ETEC. And, the
rates that are stepped in over 2009-2011 under the Amended Agreement
recover a similar level of costs as the rates currently being charged other
APCo wholesale customers under various APCo formula rate agreements
accepted by and on file with the Commission.

In accordance with Section 35.13(c)(1), Exhibit II compares revenues from
APCo’s sales and service to Kingsport under the 1954 Agreement. for the
twelve months ending December 31, 2007, with APCo’s projected
revenues under the Amended Agreement, for the twelve months ending
December 31, 2009, based on Kingsport’s 2007 billing determinants at the
delivery points at which service is provided under the Amended
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Agreement. The magnitude of the increases reflects the fact that the
Current Rates are based on 1992 costs.

C. Effective Date

APCo requests waiver of Section 35.3 as necessary to permit the Amended
Agreement be accepted for filing to become etfective on January 1, 2009,
as provided in the Settlement Agreement. In the Certificate of
Concurrence included as Exhibit III, Kingsport requests that the
Commission issue an order accepting Rate Schedule 23 for filing by
December 12, 2008. Contemporaneously with this filing, Kingsport filed
with the TRA to pass through the proposed increase in its wholesale
purchased power costs from APCo to Kingsport’s retail customers, by
means of its Purchased Power Adjustment Rider (PPAR). Kingsport
requested that the TRA consider Kingsport’s filing at the TRA’s last
conference of this year, scheduled to be held Monday, December 15, 2008,
so that the PPAR, per its terms, could be changed on the same date that
APCo has proposed that the wholesale increase under the Amended
Agreement becomes effective. A Commission ruling by Friday, December
12th will permit Kingsport to represent to the TRA that the PPAR reflects
wholesale rates accepted by this Commission.

1IV.  CORRESPONDENCE AND SERVICE

APCo requests that any correspondence or communications with respect to
this filing be sent to the following:

Mr. J. T. Salway

American Electric Power
Service Corporation

155 W. Nationwide Boulevard

Columbus, Ohio 43215

614.583.6110

614.583.1606 [fax]

jtsalway{@aep.com
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James R. Bacha. Esq.

American Electric Power
Service Corporation

| Riverside Plaza, 29" Floor

Columbus, Ohio 43215

614.716.1615

614.716.2959 [fax]

jrbacha/@aep.com

A copy of this filing has been served on counsel for ETEC. Kingsport and
the TRA at the following addresses:

Edward L. Petrini, Esq.
Christian & Barton, L.L.P.

909 East Main Street, Suite 1200
Richmond, Virginia 23219

Kingsport Power Company

1 Riverside Plaza

Columbus, Ohio 43215
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, Tennessee 37243-0505

If vou have any questions concerning this filing, please do not hesitate to
contact the undersigned.

- Respectfully submitted,

APPALACHIAN POWER COMPANY

W

i

James R. Bachd
Its Attorney
JRB:mjl

Attachments
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AMENDED AND RESTATED
INTERCONNECTION AGREEMENT
BETWEEN
APPALACHIAN POWER COMPANY
AND

KINGSPORT POWER COMPANY

DATED NOVEMBER {3 2008

[ssucd by: Dana E Waldo-President
Appalachian Power Company
1ssued on. November 13, 2008 Etfecuve. January 1. 2009
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00! THIS AGREEMENT, made and entered into this /3 fﬁay of November, 2008, by
and between APPALACHIAN POWER COMPANY (herein sometimes called Appalachian
Company), a Virgima corporation, and KINGSPORT POWER COMPANY (herein sometimes

called Kingsport Company), a Tennessee corporation,
WITNESSETH,
THAT:

002 WHEREAS, Appalachian Company and Kingsport Company are electric
operating company subsidiaries of Ametrican Electric Power Company, Inc (AEP) and part of
the east zone of the AEP System (AEP-East System); and

003 WHEREAS, Appalachian Company owns and operates electric facilities in
Tennessee, Virginia and West Virginia, and Kingsport Company owns and operates electric
facilities in Tennessee; and

004 WHEREAS, Kingsport Company does not own any electric generating
facilities; and

005 WHEREAS, the parties’ systems are now and have been for many years
interconnected thiough their respective transmission lines at a number of points (hereby
designated and herein called Interconnection Points) in or near Kingsport, Tennessee and at the

Virginia-Tennessee boundary; and

006 WHEREAS, the transmission facilities of the AEP-East Svstem are operated
under the tunctional control of PIM Interconnection LLC (PTM); and

007 WHEREAS, Appalachian Company is now supplying the full electiic power
and energy requirements of Kingsport Company pursuant to an agreement between the parties
dated November 19,1954, as umended (the 1954 Agreement); and

008 WHEREAS, the parties desire to amend the 1954 Agreement to modify the
rerms and conditions pursuant to which the sale and purchase of efectric power and energy will
be conducted between them; and

009 WHEREAS, Appalachian Company and Kingsport Company acknowledge that
any amendment to the 1954 Agreement requires the parties to 1estate the 1954 Agreement, as
amended, to comply with Cider No 614 ol the Federal Energy Regulatory Commission

{Commission)

010 NOW, THEREFORE, in consideration of the premises and of the mutual
covenants herein set forth, the parties agree as follows:

Issued by: Dana E Waldo-President
Appalachian Power Company
{ssued on: November 13, 2008 Etfective: January |, 2009
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ARTICLE 1

PROVISIONS FOR, AND CONTINUITY OF
INTERCONNECTED OPERATION

101 Throughout the duration of this agreement the systems of the parties shall be
operated in continuous synchronism through cach of the various lines interconnecting their
respective systems, provided, however, if synchronous opetation of the systems thiough a
particular line or lines becomes interrupted because of 1easons beyond the control of either party
o1 because of scheduled maintenance that has been agreed to by both patties, the patties shall
cooperate so as to remove the cause of such interruption as soon as practicable and restore the
affected line or lines to normal operating conditions

102 Each party shall keep, or shall cause to be kept, the portions of the lines
interconnecting their respective systems, together with all associated facilities and
appurtenances, that are located on their respective sides of the Interconnection Points in a
suitable condition of repair at all times in order that said lines will operate in a reliable and
satisfactory manner and that reduction in the capacity of said lines will be avoided

ARTICLE 2
SERVICES T'O BE RENDERED

201 Appatachian Company shall sell and deliver and Kingsport Company shall take
and pay for electric power (herein called Firm Power) and associated electric energy (herein
called Firm Energy) as hereinbelow desctibed Commencing Tanuary |, 2009, and thereafter
throughout the duration of this agreement, Appalachian Company shall be required to stand
eady at all times, subject to the provisions of this agreement, to deliver to Kingsport Company
Fum Power and Firm Enetgy in amounts as required by Kingsport Company

ARTICLE 3
SERVICE CONDITIONS

301 ‘T he parties shall maintain and operate then respective systems so as to
minimize, in accordance with sound operating piactice, the likelihood of disturbance originating
in either system which might cause impairment Lo the service of the system of the other party o
any system interconnected with the system of the other party

Issted by: Dana E Waldo-President
Appatachan Power Company
Issued vn Novermber : 3, 2003 Fitectrve: Tanuary 1. 2069



Appalachian Power Company Original Sheet No 3§

First Revised FERC Rate Schedule No 23
ARTICLE 4
ENERGY TRANSFER

401 In cartying out the operation ot their respective systems interconnected as
provided for under this agreement, energy being received by a portion of one paity’s system
from another portion of its system or from the system ot another :nterconnected company, o1
energy being delivered by a pottion of one paity’s system Lo another portion of its system or to
the system of another interconnected company, may flow over the ttansmission facilities of the
other party as a natusal result of the physical and electrical characteristics of the interconnected
network of transmission lines of which the transmission systerns of the parties ate a part  In
respect to such flow of energy (herein called energy transfer) the parties agiee that such energy
tansfer over their itespective transmission {actlities shall be permitted when such transfer occurs,
and, excepl as may be specifically agreed to otherwise by the parties, neither paity shall make a
charge at any time to the other party (o permit such energy transtet ot for electrical transmission

losses that may result therefrom

ARTICLE 5

DELIVERY POINTS, METERING POINTS,
AND METERING

Delivery Points

501 All energy delivered shall be of the chatacter commonly known as three-phase
sixty-cvcle energy, and shall be delivered at the various points where the systems of the parties
are interconnected at the nominal umegulated voltage designated tor such Interconnection

Points

Metering Points

502 Power and energy supplied and delivered by either party to the other party shall
be measured by suitable metering equipment Lo be provided, owned, and maintained by the
partiics at such metering points as agreed upon between them

Melering

503 Measutemnents of power and erergy tor the purpose ol etfecting settiements
under this agreement shall be made by standard types of elecrrical meters The meters shall be
sealed and the seals shall he broken only upon occasions when the meters are to be tested or
adjusted For the purpose of checking the records of the meteting equipment installed by either
party, thc other party shall have the right to install check metering equipment at metening points

Issued by: Danma E Waldo-Prestdent
\ppalachian Power Cumpany

[ssued un November [3, 2008 Lffectise: lanuay i 2004
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Metering equipment so installed by one party on the ptemises ot another party shal} be owned
and maintained by the party installing such equipment Upon termination of this agreement the
party owning such metering equipment shall remove it fiom the premises of the other party
Authorized representatives of both parties shall have access at all reasonable houis to the
premises whete the meters are located and to the records made by the meters

504 The aforesaid metering equipment shall be tested by the owner at suitable
intervals and its accuracy of registration maintained in accordance with good utility practice On
request of either party special tests shall be made at the expense of the party requesting such

- special test Representatives of both parties shall be afforded opportunity to be present at all
1outine or special tests and upon occasions when any readings, for purpeses of settlements
hereundet, are taken from meters not beanng an automatic record

305 If at any test of metering equipment an inaccuracy shall be disclosed exceeding
two per cent (2%), the account between the patties for service theretotore delivered shall be
adjusted to correct for the inaccuracy disclosed over a period of thirty (30) days pitor to the date
of the test, but not fot a longer period than such inaccuracy may be detetmined to have existed
Should the metering equipment as provided for under section 5.02 above fail to register at any
time, the power and energy delivered shall be determined from the check meters, if installed, or
otherwise shall be determined from the best available data

ARTICLE 6 -

RECORDS AND STATEMENTS

Recoids

60! In addition to meter records to be kept by the parties, as provided for undet
Atrticle 5, the parties shall keep in duplicate such log sheets and othet records as may be needed
to afford a clear history of the various deliveries of energy made by one party to the other and of
the kilowatl clock-hour integrated demands delivered by one party to the other In maintaining
such records the parties shall effect such segregations and ailocations of demands and energy
delivered into classes representing the various services and conditions as may be needed in
connection with settlements under this agreement and/or any other agreements between the
partics The originals of log sheets and other records shall be 1etained by the party keeping the
records and the duplicates shall be delivered weekly to the other party except as the parties may
agree upon a different time interval for such delivery

602 As promptly as practicable after the end of each calendar month Appalachian
Company shall 1ender to Kingsport Company a statement setung forth the power and energy

[ssued by: Dana E Waldo-President
Appalachian Power Company

issued on: Nowvemnber {3, 2(H)8 Eflectiver January 1 2009
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transactions between the parties during such month in such detail and with such segregations as
may be needed tor operating recoids or for settlement under the provisions of this agreement
and/or any other agrecment between the parties

603 The Operating Committee, as provided for undet Article 13, shall establish. and
flom ume to time amend, and modity, if necessary, the power and energy accounting procedure
requisite to the maintaining of clock-hour 1ecords needed to afford a clear history of the various
deliveries made by one party to the other, in order that the power and energy delivered and/or
recerved for each clock-hour by each party to and/or by the other party may be properly
segiegated and allocated for their respective accounts The parties agree that the segiegations
and allocations of power and energy so detetmined and the interpretations of the Operating
Committee in classifying such power and energy into categories for the particular services or
conditions under which supply is made as provided for by this agreement shall be used for the
putpose of effecting settlements hereunder

ARTICLE 7

DEFINITION OF BILLENG FACTORS

701 The parties agree to the definitions of the terms as hereinbelow set forth, viz :
- 7011 Contract Year — Each calendar year shall be taken as a Contract
Yeas
7012 System Demand — The total integrated kilowatt (KW) clock-hour

load of Kingspoit Company’s system, i e , the sum of the net
number of kilowatt-hours of input to Kingsport Company’s system
by Appalachian Company at the Interconnection Points occurring
in the On-Peak Period, as designated in Section 7 018, adjusted
when necessary for use of back-up and/or surplus power service as
designated in Sections 18 04 and 19 06

7013 System Maximum Demand — For 2 calendar month, the single
highest System Demand for such month

7014 System Requirement — For a calendar month, the System
Maximum Demand for such month

7015 Firm Demand - For a calendar month, the System Requirement tor
such month taken to the nearest even one thousand (1,000)
Kilowatts, m no cvent, however, shall said Firm Demand be less
than thirty thousand (30,000) kilowatts

I[ssued by Dana £ Walde-President
Appalachian Power Company
fssued on: November 13, 2008 Elfective. Tanuaty !, 2009
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7016 Average Demand ~ For a Contract Year, the numerical average,
taken to the nearest even one thousand (1,000) kilowatts, of the
monthly Firm Demands for such Contract Year, in no event,
however, shall said Average [Demand be less than erghty -{ive per
cent {(85%) of the highest Average Demand of any preceding
Contract Year

7017 Billing Eneigy - For a calendar month, the sum of the number of
kilowatt-hours of input to Kingspoit Company’s systemn by
Appalachian Company at the Interconnection Points less that
energy determined to be Surplus Energy under Section 19 07

7018 On-Peak Period - ‘The hours from 6 am to 9 p m, local time
(EDT), for all weekdays, Monday through Friday

7019 Off-Peak Period — The hours from 9 pm to 6 a m , local time
(EDT), tor all weekdays, all hours of the day on Saturdays and
Sundays and the legal holidays of New Year’s Day, Memorial
Day, Independence Day, Labor Day, Thanksgiving Day and
Christrnas Day

7020 System Otf-Peak Demand - The total integrated kilowatt (KW)
clock-hour load of Kingsport Company’s system, 1 e , the sum of
the number of kilowatt-hours of input to Kingsport Company’s
system by Appalachian Company at the Interconnection Points
occurring in the Otf-Peak Period, as designated in Section 7 019,
adjusted when necessary for use of back-up service as designated
in Section 18 04

7021 System Off-Peak Excess Demand — For a calendar month, the
amnount by which the System Off-Peak Demand exceeds the
System Demand taken to the nearest even one thousand (1,000)
kilowatts

f3sued by: Dana B Waldo-President
Appalachian Power Company

Issued on: Novemnber 13, 2008 Effectiver Tanuary 1, 2009
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ARTICLE 8

COMPENSATION

Monthly Charge

80!  For fum power and energy associuated therewith:

2009 | 2010 2011

Generation Demand Charge ;
For each kilowatt of Firm Demand | $9 872/kW $10 544/kW $12 561/kW

Oft-Peak Excess
Generation Demand Charge

For each kilowatt of
' System Off-Peak Excess Demand | $0 987/kW $1 054/kW $1256/xW

Generation Encigy Charge
(inctudes Fuel Base)

For each kilowatt-hour of
Billing Energy taken $0.0196774/kWh | $0.0197445/kWh | $0.0199460/kWh

Neither Appalachian Company nor Kingsport Company shall have a unilateral right, under
Section 205 ot 206 of the Federal Power Act (Section 205 or 206), respectively, to request that
FERC change the generation rates set forth above or in Section 18 05, where such change would
become effective prior to January 1, 2012 The parties further agree that (i) FERC may not
require any change to this agreement that would become ctfcetive priot to Tanuary |, 2012,
unless FERC determines that such change is required under the public interest standard set forth
in Morgan Stanley Capital Group Inc v Public Utility District No 1 of Snohomish County, and
(i1) if a non-contracting third party requests that FERC iequire a change be made to this
agreement that would be effective prior to January 1, 2012, FERC shall review such tequest
under the most stringent standard permissible under then-current applicable law

‘The genetation rates in effect for 2011, as set forth above and in Section 18 05, shall continue in
effect beyond December 31, 2012, absent FERC action; provided, however, that either
Appalachian Company or Kingsport Company shall have the right to file an application ot
complaint with the FERC, tor a change in such wholesale generation rates, under Section 205 or
206, respectively, [0 be effective on and after Tanuary 1, 2012

Kingsport Company shall pay for Netwark Integration Transmission Service (NITS) and other
applicable ransmission-related services (other than generation-based Ancillary Services), as
arranged by the AEP East System, in accordance with the provisions of the PIM Open Access
Transmission Service Taritf (OATT), o1 other applicable FERC 1ate schedules, as such rate
schedules, which may be revised from time to time, apply to the AEP East system companies

Issued by: Dana £ Waldo-President
Appalachian Power Company

fssued vn: November 13, 2008 Etective: Japuary 1, 2009
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Minimum Apnual Demand Chaige

8§02  For the supply of Firm Power, the aggregate of the monthly demand charges for
Firm Demand billed o Kingsport Company by Appalachian Company pursuant to Section 8 01
above during any Contract Yeat shall not be less than the Minimum Annual Demand Charge
which 1s the product of the Average Demand for the year times the Generation Demand Charge
sct forth in Section 8 01 above times the {iguie repiesenting the number ot months of such
Contiact Yeat As promptly as practicable after the expiration of each Contract Year, the
aggregate of the monthly Generation Demand Charges for Fitm Demand bitled to Kingsport
Company during such year pursuant to Section 8 D1 above shall be determined If the total so
found to have been billed is less than the Minimum Annual Demand Chaige, Kingsport
Company shall pay Appalachian Company an amount equal to the difference between the
Minimum Annual Demand Charge for such Contract Year and said total

ARTICLE 9
RATE ADJUSTMENTS

Fuel Adiustment Clause

901 When the unit cost of fuel (Fm/Sm) used to meet Appalachian Company’s Net
Energy Requirement less losses (Sm) ts above or below the base unit cost of 14 7126 mills per
kitowatthouwr (Fb/Sb) an additional charge ot credit equal to the product of the Billing Energy
taken under Section 8 01 and a Fuel Adjustment Clause Factor "A” shall be made, where “A",
calculated to the nearest 0 0001 mill per kilowatthout, is as detined below:

Adyustment Factor (A)= Fm - Fb
Sm Sb

In the above formula “F" is the expense of fossil and nuclear fuel in the base (b) and current (m)
periods; and "S” 1s the KWH sales in the base and current periods, all as defined below:

Fuel Cost (F) shall be the cost of:

(a) fossil and nuclear fuel consumed in Appalachian Company’s plants and
Appalachian Company’s share of tossil and nuclear fuel consumed in jointly
owned or [eased plants;

th) the actual identihabie tossil and nuclear fuel costs associated with energy
purchased tor reasons other than wdentified 1n (¢) below:

Issued by Dana £ Waldo-President
Appalachian Power Company
Issued on: Novernber 13, 2008 Eftective  Tanumy 1, 2009
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() the net energy cost of energy purchases, exclusive of capacity or demand charges
{ittespective of the designation assigned to such transaction) when such energy is
purchased on an cconomic dispatch basis (included therein shall be such costs as
the charges for economy enei1gy purchases and the charges as a result of
scheduled outage, all such kinds ot encrgy being purchased by Appalachian
Company to substitute for its own higher cost energy); and less

(d) the cost of fossil and nuclear fuel tecovered through inter-system sales including
the fuel costs 1elated to economy energy sales and other energy sold on en
economic dispatch basis

Sales (S) shall be equated to the sum of (z) generation, (b) purchases, (c) interchange-in, less (d)
energy associated with pumped storage operations, less (e} inter-system sales referied to in (d)
above, less (f) total system losses

Sales (S) shall be modified to reflect losses of 2 7972% associated with Appalachian Company’s
deliveries to Kingsport Company

902 The adjustment factor developed according to the preceding paragraphs may be
further modified to allow the recovery of gross teceipts or other similar 1evenue-based tax
charges occasioned by the fuel adjustment revenues

903 The cost of fossil fuel shall include no items other than those listed in Account
151 of the Commussion’s Uniform System of Accounts for Public Utilities and Licensees. The
cost of nuclear fuel shall be that as shown in Account 518, except that if Account 518 also
containg any expense for fossil fuel which has alteady been included in the cost of fossi) tuel, it
shall be deducted from this account

Tosued by Danz E Waldo-President
Appaluchran Power Compuny

lsaued on Nuvember 13, 2008 Elfective January 1, 2009
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ARTICLE 10

TAXES

LG QL If, at any time during the term heteof, there should be levied and/or assessed
against Appalachian Company any tax by any taxing authonty in respect to the power and/or
eneigy generated, purchased, sold, imported, exported, transmitted, interchanged, ot exchanged
by Appalachian Company in addition to or different trom the forms of such taxes now being
levied or assessed against Appalachian Company, o1 anv increase ot decrease in the rate ot such
- existing ot future taxes, and such taxes or changes in such taxes should result in increasing ot
decieasing the cost to Appalachian Company in carrying out the provisions of this agieement,
then in such event adjustments shall be made in the 1ates and charges for power and energy
furnished hereunder to make allowance for such taxes and changes in such taxes in an equitable
manner The taxes referred to above in this Article shall not include property, franchise o1 net

mcome taxes

ARTICLE 11
BILLINGS AND PAYMENTS

11 01 Bills shall be iendered monthly Bills rendered under this agreement are due and
payable when rendered It all or any part of a bill shall remain unpaid for more than twenty (20)
days after the date ot bill, there shall be due and payable to Appalachian Company, in addition to
the unpaid balance, simple interest computed as follows: the prime interest rate in effeet at the
Manufacturers Hanover Trust Company, New York, New York, or its successor, on the last day
of the month fot which the delinquent bill was rendered In the event of stoppage or failure of
any meter to register the full amount of energy demanded, Kingsport Company will be billed for
such period on an estimated consumption based upon its use of energy and/or demand for powe:
in a similar period of like use, or based upon other data available to Appalachian Company

If Kingsport Company disputes the accuracy of a bill, timely payment shall be made of the bill as
rendered and the parties shall use their best etforts to resofve the dispute and shall make such
adjustment, if any, by credit o1 additional charge on the next bili rendered  If the parties are
unable to resolve such dispute, the partics may take such action as they deem necessary to
protect their interests The existence of a dispute as 1o any hill shall not telieve either party ot
compliance with the terms of this agreement

ARTICLE |2
CONTINUITY OF SERVICE

120! Appalachian Company shall exercise due diligence to make the service provided
hereunder continuous and ieliable but it shall not be hable 1o Kingsport Company in any manner

lssucd by: Dana E Waldo-President
Appalachian Power Company
[$sued an: November |3, 2008 Eftectze  Tanuury | 2069
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tor any interruption or deficiency in such service which may be caused by strikes, accidents,
legal process, tloods, inadequacy of water supply or other acts ot God, governmental
interference, breakdowns o1 injury 1o its machinery, transmission Jines and other equipment,
necessity for extraordinary repairs ot other causes beyond its reasonable contiul; provided,
however, that 1n the event of any interruption of deficiency in such service due to any of the
aforesaid causes Appalachian Company shall, as ptomptly as possible, fully restore the service

12 02 The paities to this agrecment expressly agree that if there were to be a shortage of
capacity and/or electric energy requiring Appalachian Company to curtail availability of capacity
and/or energy deliveries to its own etail customers, Kingsport Company agrees that upon being
notitied by Appalachian Company of such requirement to curtail, Kingsport Company will
institute procedures which wiil cause it to curtai! its demand and/or use ot energy by its retail
customers to the precise and identical degree as the curtailment to be imposed by Appalachian on
its retail customers; provided, however, that Kingsport Company agrees that if, upon such
notification, it fails to take the action which it hereby agrees to take, Appalachian Company shall
be entitled to take such action to limit demand/or energy associated thetewith, including right of
total interruption of capacity and energy deliveries during the period any shortage exists, and, in
such event, Appalachian Company shall not incur any hability to Kingsport Company in
connection with the action so taken by Appalachian Company and Kingsport Company agrees to
save Appalachian Company harmless from any and all claims, demands o1 actions of whatever
nature which might arise as a result of such action so taken by Appalachian Company

1203 it is the intention of this provision that any cuntailment of demand und/or energy
shalt tall equally on Appalachian Company’s retail customers and those of Kingsport Company

ARTICLE 13
OPERATING COMMITTEE

13 01 In order that the advantages to be derived hereunder may be realized by the
parties to the fullest practicable extent, the parties shall appoint a committee of authorized
representatives to be known as the Operating Committee

13 02 Each of the parties shall designate in writing defivered to the ather paity, the
person wha is o act as its representative on said committee (and the person or persons who may
serve as alternate whenever such representative is unable to act) Such repiesentative and
alternate o1 alternates shall each be persons familiar with the generating, transmission, and
substation facilities of the system of such party by which it has been so designated, and each
shall be fully authorized to cooperate with the other iepresentatives (or alternates) Such
representatives (or alternates) shall be fully authorized to cooperate and agiee upon all matters,
not specificalty provided tor herein, on which cooperation and agreement are necessary in order
that the advantages to be derived hereunder may be realized by the parties to the fullest
practicable extent

[ssued by Dana E Waldo-President
Appalachian Power Company
Tssued on November 13, 2008 Ettective: Januay 1. 2809
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ARTICLE 14
ARBITRATION

14 01 Inthe event of disagreement between the parties with respect to (a) any mattet
herein specitically made subject to arbitration, (b) any question of operating practice involved in
the delivery of transmission of power and energy herein provided for (c) any question of fact
involved in the application of the provisions of this agreement, o1 (d) the interpietation of any
provision of this agreement, the matter mnvolved in the disagreement shall, upon demand of eithet
party, be submitted to arbitration in the manner hereinafter provided An offer of such
submission to arbitration shall be a condition precedent to any procecding at law or in equity
concerning such matter, provided that either party may without atbitration bning a proceeding to
enjain breuach of this agreement

14 02 The party calling for arbitration shall serve notice in writing upon the other party,
setting forth in detail the subject or subjects to be arbitrared; and the parties thereupon shall
endeavor to agree upon and appoint one person to act as sole arbitrator  If the parties fail so to
agree within a period of fifteen (15) days from the original notice, the paity calling for the
arbitration may, by wiitten notice to the other party call for appointment of a board of arbitrators
skilled with respect 1o maiters of the character involved in the disagreement, naming one
arbitrator in such notice The other party shall, within ten (10) days thereafter, appoint a second
arbitrator, and the two so appointed shall choose and appoint a third. In case such other party
tails to appoint an arbitrator within said ten (10) days, or in case the two so appotnted fail for ten
(10) days to agree upon and appoint a third, the party calling for the arbitration, with tive (5)
day’s notice to the other party, may apply to the person who is the judge in the United States
District Court having jurisdiction at Kingsport, Tennessee for appointment of the second or the
third arbitrator, as the case may be

14 03 The sole arbitrator, or the board of arbitrators, shall afford adequate opportunity to
the parties hereto to present information with respect to the question o1 questions submitted for
arbitration and may 1equest further information from either or both parties

14 04 Each party shall pay tor the services and personal expenses of the arbitrator
appointed by o1 for it, if theie be a board of arbitrators, and all other costs incuried in connection
with the arbitration shall be paid in equal parts by the parties hereto, unless the award shall
specilty a different division of the costs

ARTICLE 15
DURATION OF AGREEMENT

1501 This agreement shall become elfective fanuary 1, 2009, und shall continue in
effect tor an initial period expiiing December 31, 201 [. and thereafter for successive periods of
one (1) year until tetnunalted as provided under section 15 02 next below

[ssued by Duna E Waldo-President
Appalachian Power Company

Lasaed on Nuvernbes 13, 2008 Effectiver January [, 2009
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1502 This agreement may be terminated by either party as of the expiration of said
initial pertod or as of the expiration of any successive period of one (1) year upon written notice
given by the terminating party to the other party at least thiee (3) years in advance of such

termination

ARTICLE 16
REGULATORY AUTHORITIES

16 01 This agreement 1s made subject to the jurisdiction of any governmental authority
ot authotities having lawful jurisdiction in the premises

ARTICLE 17
ASSIGNMENT

17 01 This agieement shall inure to the benefit of and be binding upon the successors
and assigns of the tespective parties

ARTICLE 18
BACK-UP SERVICE
18 01 Appalachian Company shall provide back-up service to Kingsport Company for
use by Kingsport Company custorners with power production facilities under the terms and

conditions specified under Sections 18 02-18 05

Back-Up Service Resetvation

18 02 Kingsport Company may reserve back-up service by giving advance written
notice to Appalachian Company Such notice shall include, for each customer with power
production facilities se1ved by Kingsport Company, the amount to the nearest one hundred (100)
kilowatts, the service reliability level requitement as specified in Section 18 05 and the effective
date for that amount of reserved back-up service Upon receipt of such notice of reservation,
Appalachian Company shall either concur in writing with such reservation oz shall inform
Kingsport Company of any conditions or limtations related to such reservation  Those
conditions and limitations include, but are not limited to, the available capacity of Appalachian
Company's generation, transmission and rclated facilities, the possibility of causing any undue
interference with Appalachian Company’s obligations to provide service to any of its other
customers and the extent o which such back-up service will impose a burden on Appalachian
Company’s system or any system interconnected with Appalachian Company

Issued ny Dana E Waldo-Piesident
Appulachize Power Company

sssued o November |3, 2008 Effective. January 1, 2009
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Back-up service snall be reserved for a peniod of 12 months beginning with the effective date as
specified above

Back-Uop Service Notitication

18 03 Whenever back-up seivice 1s needed, Kingsport Company shall verbally notity
Appalachian Company immediately and shall specity the KW amount of back-up service
requited  Such notification shall be confirmed in writing within five (5) working days and shall
specity the KW amount, the time and date such use commenced and the termination timne and
date . If such notification is not 1eceived, such back-up service shall be considered as firm load in
the determination of Firm Demand as defined in Section 7 015

Demand Determination

18 04 During any hour, when back-up service is supplied to Kingspoit Company for use
during the forced outages of its customers’ power production facilities, the hourly System
Demand as detined in Section 7 012, shall be adjusted by subtracting the amount of back-up

service supplied by Appalachian Company

Monthly Back-Up Charge

18 05 In addition to the monthly charges as specified in Articles 8 and 9, Kingsport
Company shal! pay Appalachian Company each calendar month for its back-up service
reservation as follows:

MONTHLY | MONTHLY MONTHLY
SERVICE % BACK-UP BACK-LP BACK-UP
RELIABILITY | FORCED | ALLOWED RATE RATE RATE
LEVEL OUTAGE | OUTAGE $/KW $/KW $/KW
RATE HOURS | 2009 2010 2011
A 5 438 S0.494/kW $0.527/kW $0.628/kW
B 10 376 $0.987/kW $1 054/kW $1 256/kW
T is 1314 $1A81/KW $1.582/kW $1.884/kW
D 20 1752 S1.974/kW | $2.100/kW $2.512/kW
E | 25 2,190 $2.468/kW $2 636/kW 33 140/kW
TTF T a0 2,628 $2.962/kW 33 163/kW $3.768kW

The monthly back-up charge is equal to the monthly back-up rate selected times the back-up
service reservation

Dana E Waldo-President
Appalachiar Power Company
November 13, 2008

(ssucd hy

Issued on Effecuve January |, 2009
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Whenever the allowed outage hours tor the respective service reliability level selected by such
customer served by the Kingspoit Company are exceeded during that customer’s back-up service
reseivation yvear, the unadjusted hourly System Demand as defined in Section 7 012 shal be used
tor billing purposes for the remainder ot the back-up service teservation yeat for that specific

customer

ARTICLE 19
SURPLUS POWER SERVICE
1901 Appalachian Company, at its sole discretion, may sell Surplus Power at such
times and in such quantities as determined by Appalachian Company, to Kingsport Company, to
meet temporary increases in the on-peak production requirements of Kingspott Company’s

customers undes the terms and conditions specified under Sections 19 02-19 09

Surplus Power Reservation

19 02 Kingsport Company shall reserve Surplus Power on a non-fitmn daily basis

1903 The minimum Surplus Powet purchase by Kingspoit Company shall be one
thousand (1,000) kilowatts All Surplus Power purchases shall be specitied to the nearest one

thousand (1,000) kilowatts.

19 04 Kingsport Company shall notify Appalachian Company and artange to teserve
Surplus Power, if available, at any time priot to 4 p m (EST) of the day immediately preceding
the reservation date. Such arrangements shall specify the reservation date and the Surpius Power
Reservation to the nearest one thousand (1,000) kilowatts

19 05 Appalachian Company shall provide to Kingsport Company the applicable daily
non-firm demand and energy charges The chaiges vary daily to reflect system and matket
conditions. The prices aie based on Service Schedule A, effective October 1, 1995, AEP
Companies FERC Electric Tanitt Original Volume No 2 (as amended)

The daily non-fitm demand charge shall be up to a maximum of $700 per MW reserved per day

The darly non-frim enetgy charge shall be the owt-of-pocket cost of supplying the eneigy plus up
to 10% of such cost not ecxceeding 31 per megawatthour :f such eneigy 1s pusrchased from
another party  Out-of-pocket costs shall mean all expenses incunted that would not otherwise
have been incurred had suiplus power service not been arranged

issued by Dana ¥ Waldo-Presidem
Appatachian Power Company
Lasued o November (3, 20U3 Etfective  lanuary {2000
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Demand Deteimination

1906 During any hour of the On-Peak Peniod, when surplus power service is supplied to
Kingsport Company for use by 11 customeis, the hourly System Demand as defined in Section
7 012 shall be adjusted by subtracting the amount of surplus power service supplied by
Appalachian Company

Energy Determination

1907 For each day, Surplus Energy shall be calculated as the sum of the kilowatts of
surplus power seivice used each clock-hour during the On-Peak Period Billing Encigy, as
determined according to Section 7 017, shall be adjusted by subtracting Surplus Energy

Daily Surplus Charges

19 08 In addition to the monthly charges as specified in Articles 8, 9 and 18, Kingsport
Company shall pay Appalachian Company each calendar month for the sum of the Datly Surplus

Power charges as follows:

Surplus Demand Charge ~ The product of the daily Surplus Power Reservation and the
daily non-firm demand char ge

Surplus Energy Charge ~ The product of the daily Surplus Energy and the energy chaige

Conditions of Service

19 09 Appalachian Company reserves the right to interrupt the sale of Surplus Power 1o
Kingsport Company at any time

Appalachian Company will endeavor to provide Kingsport Company as much advance notice as
possible of interruptions of Surplus Power However, Kingsport Company shall intetrupt
Surplus Power within ten (10) minutes if so tequested

It Kingsport Company tails to interrupt Surplus Power as requested by Appalachian Company,
the uninterrupted surplus demand shall be billed at the Firm Power Demand Chaige as defined in

Section 8 01 for that billing month

No tespansibility or liability of uny kind shall attach to o1 be incuried by Appalachian Company,
ot on account of, any loss, cost, expense or damage caused by or resulting from, either direcily or
indirectly, an intertuption of seivice under Section (909

In the event Appalachian Company interzupts the sale of Surplus Power to Kingsport Company,
the Datly Demand Charge shall be reduced by an amount cqual 10 /157 of the daily non-firm
demand chaige for cach hour or porton of an hour that the sale of Surplus Power to Kingsport

Cempany is interrupled

Ivsued by Dana B Waldo-President
Appalachuan Power Company
[ssued un. November 13, 2008 Stfective: lanuary i, 2009
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IN WITNESS WHEREOF, the parties have caused their duly authorized tepresentatives
to execute this agreement on ther behalt as ot the first date above written

[ssued by

Issued on

Dara E Waldo-Piesident
Appafachiar Power Company
November 13 2008

APPALACHIAN POWER COMPANY
(Appalachian Company)

Comr ==
Name: C"Q"l Lu Eni}‘ll‘g}\
Title: Vace F('i&c CQen.T'

KINGSPORT POWER COMPANY

(Kingsport Campany)
By: @/}/ E\_) \
</

Name: Brian X "Tférne'-%\
Tite:  Vice  Cresident

Etfecuve: January I, 2009
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AMENDED AND RESTATED

INTERCONNECTION AGREEMENT
BETWEEN
APPALACHIAN ELECIRIE-POWER COMPANY |

AND

KINGSPORT TS NG ORPOGRATLLBPOWER COMPANY |

DATED NOVEMBER #9__, #2542008 |

b Py b A AR Y DR A |

fssued by Dana L. waldo-President
= Appalachian Power Company
Issued on: Navember 13, 2008 Effective: January 1. 2009
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0.01 THIS AGREEMENT, made and entered into this } 9% day of November,
14342008, by and between APPALACHIAN # SR POWER COMPANY (herein
sometlmes called Appalach1an Company), a Virginia corporation, and KINGSPORT
- FHASIRCORBORATED POWER COMPANY (herein sometimes called Kingsport
Compan)) a Tennessee corporation,

s

WITNESSETH,

THAT:

0.02 WHEREAS. Appalachian Company and Kingsport Company are electric
operating company subsidiaries of American Electric Power Company, Inc. (AEP) and part of
the east zone of the AEP Svstem (AEP-East System); and

0.0:3 WHEREAS, Appalachian Company owns and operates electric facilities in
Tennessee, Virginia and West Virginia, and Kingsport Company owns and operates electric
facilities in Tennessee; and

0. O »4 WHEREAS ngsport Company - does not own any electric generating

FESTCEPRTTIN T
Mgt

«w;,u:ﬂ\f'i RCVE NP
e TR Fant s i

ETTRTE [ IR
Pladesiepddb iy FOHCE \,r~1il ¥

[

L ITT e S R and

0.045 WHEREAS, the parties” systems are now and have been for many years
interconnected through their respective transmission lines at a number of points (hereby
designated and herein called Interconnection Points) in or near Kingsport, Tennessee and at the
Virginia-Tennessee boundary; and

0.06 WHEREAS. the transmission facilities of the AEP-East Svstem are operated
under the functional control of PIM Interconnection LLC (PJM): and

0.037  WHEREAS,
Appalachian Company is now supplymg the full electric power and energy &
Kingsport Company pursuant to an agreement between the parties dated-

November 19,1954, as amended (the 1934 Agreement); and

SR P oty el

Issued by Dana 2, Waldo-President
Appalachian Power Company
Issued on: November 13, 2008 __Effective: January |, 2009
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0.08 WHEREAS, the parties desire to #x-amend the 1954 Agreement to modify the
terms and conditions uispursuant to Wthh the sale and purchase of electrlc power and energy
will be Londuated betw een them : § : :

0.09 WHEREAS. Appalachian Company and Kingsport Company acknowledge that
any amendment to the 1954 Agreement requires the parties to restate the 1954 Agreement. as
amended, to comply with Order No. 614 of the Federal Enerey Regulatory Comunission
Commission),

04210 NOW, THEREFORE, in consideration of the premises and of the mutual
covenants herein sct forth, the parties agree as follows:

Issued by; Dana E. Waldo-President
Appalachian Power Company
[ssued on: November |3, 2008 Effective: January | 2009
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ARTICLE 1

PROVISIONS FOR, AND CONTINUITY OF
INTERCONNECTED OPERATION

1.01 Throughout the duration of this agreement the systems of the parties shall be
operated in continuous synchronism through each of the various lines interconnecting their
respective systems; provided, however, if synchronous operation of the systems through a-
particular line or lines becomes interrupted because of reasons beyond the control of either party
or because of scheduled maintenance that has been agreed to by both parties, the parties shall
cooperate so as to remove the cause of such interruption as soon as practicable and restore the
atfected line or lines to normal operating conditions.

1.02 Each party shall keep, or shall cause to be kept, the portions of the lines
interconnecting their respective systems, together with all associated facilities and
appurtenances, that are located on their respective sides of the Interconnection Points in a
suitable condition of repair at all times in order that said lines will operate in a reliable and
satisfactory manner and that reduction in the capacity of said lines will be avoided.

ARTICLE 2
SERVICES TO BE RENDERED

2.01 Appalachian Company shall sell and deliver and Kingsport Company shall take
and pay for electric power (herein called Firm Power) and associated electric energy (herein
called Firm Energy) as hereinbelow described. Commencing January 1, +45:2009, and
thereafter throughout the duration of this <agreement, Appalachian Company shall be required
to stand ready at all times, subject to the provisions of this agreement, to deliver to Kingsport
Company Firm Power and Firm Energy in amounts as required by Kingsport Company.

ARTICLE 3
SERVICE CONDITIONS

3.01 The parties shall maintain and operate their respective systems so as to
minimize, in accordance with sound operating practice, the likelihood of disturbance originating
in either system which might cause impairment to the service of the system of the other party or
any system interconnected with the system of the other party.

fssued by: Dana E. Waldo-President
- Appalachian Power Company
issued an: November 13, 2008 Effective: lanuvan 1, 2009




Appalachian Power Company Original Sheet No. 5
First Revised FERC Rate Schedule No. 23

ARTICLE 4
ENERGY TRANSFER

4.01 In carrying out the operation of their respective systems interconnected as
provided for under this agreement, energy being received by a portion of one party’s system
from another portion of its system or from the system of another interconnected company, or
energy being delivered by a portion of one party’s system to another portion of its system or to
the system of another interconnected company, may flow over the transmission facilities of the
other party as a natural result of the physical and electrical characteristics of the interconnected
network of transmission lines of which the transmission systems of the parties are a part. In
respect to such flow of energy (herein called energy transfer) the parties agree that such energy
transfer over their respective transmission facilities shall be permitted when such transfer occurs,
and, except as may be specifically agreed to otherwise by the parties, neither party shall make a
charge at any time to the other party to permit such energy transfer or for electrical transmission
losses that may result therefrom.

ARTICLE 5
DELIVERY POINTS, METERING POINTS,
AND METERING
Delivery Points
5.01 All energy delivered shall be of the character commonly known as three-phase

sixty-cycle energy, and shall be delivered at the various points where the systems of the parties
are interconnected at the nominal unregulated voltage designated for such Interconnection
Points.

Metering Points

5.02 Power and energy supplied and delivered by either party to the other party shall
be measured by suitable metering equipment to be provided, owned, and maintained by the
parties at such metering points as agreed upon between them.

Metering
5.03 Measurements of power and gnergy for the purpose of effecting settlements

under this agreement shall be made by standard types of electrical meters. The meters shall be
sealed and the seals shall be broken only upon occasions when the meters are to be tested or
adjusted. For the purpose of checking the records of the metering equipment instalied by either
party, the other party shall have the right to install check metering equipment at metering points,

{ssued by. Dana E. Walds-President
Appalachian Power Company
[ssued on: November 13, 2008 Effectiver January |, 2009
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Metering equipment so installed by one party on the premises of another party shall be owned
and maintained by the party installing such equipment. Upon termination of this agreement the
party owning such metering equipment shall remove it from the premises of the other party.
Authorized representatives of both parties shall have access at all reasonable hours to the
premises where the meters are located and to the records made by the meters.

5.04 The aforesaid metering equipment shall be tested by the owner at suitable
intervals and its accuracy of registration maintained in accordance with good utility practice. On |
request of either party special tests shall be made at the expense of the party requesting such
. special test. Representatives of both parties shall be afforded opportunity to be present at all
routine or special tests and upon occasions when any readings, for purposes of settlements
hereunder, are taken from meters not bearing an automatic record.

5.05 If at any test of metering equipment an inaccuracy shall be disclosed exceeding
two per cent (2%), the account between the parties for service theretofore delivered shall be
adjusted to correct for the inaccuracy disclosed over a period of thirty (30) days prior to the date
of the test, but not for a longer period than such inaccuracy may be determined to have existed.
Should the metering equipment as provided for under section 5.02 above fail to register at any
time, the power and energy delivered shall be determined from the check meters, if installed, or
otherwise shall be determined from the best available data.

ARTICLE 6
A RECORDS AND STATEMENTS
Records
6.01 In addition to meter records to be kept by the parties, as provided for under

Article 5, the parties shall keep in duplicate such log sheets and other records as may be needed
to afford a clear history of the various deliveries of energy made by one party to the other and of
the kilowatt clock-hour integrated demands delivered by one party to the other. 1n maintaining
such records the parties shall effect such segregations and allocations of demands and energy
delivered into classes representing the various services and conditions as may be needed in
connection with settlements under this agreement and/or any other agreements between the
parties. The originals of log sheets and other records shall be retained by the party keeping the
records and the duplicates shall be delivered weekly to the other party except as the parties may
agree upon a different time interval for such delivery.

6.02 As promptly as practicable afier thc end of cach calendar month Appatachian
Company shall render to Kingsport Company a statement setting forth the power and energy

fssued by ; Dana - Waldo-President
Appalachian Power Conmpany
[ssued vn: November 13, 2008 Fffective: Junuary [, 2009
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transactions between the parties during such month in such detail and with such segregations as
may be needed for operating records or for settlement under the provisions of this agreement
and/or any other agreement between the parties.

6.03 The Operating Committee, as provided for under Article 13, shall establish, and
from time to time amend, and modify, if necessary, the power and energy accounting procedure
requisite to the maintaining of clock-hour records needed to afford a clear history of the various
deliveries made by one party to the other, in order that the power and energy delivered and/or
received for each clock-hour by each party to and/or by the other party may be properly
segregated and allocated for their respective accounts. The parties agree that the segregations
and allocations of power and energy so determined and the interpretations of the Operating
Committee in classifying such power and energy into categories for the particular services or
conditions under which supply is made as provided for by this agreement shall be used for the
purpose of effecting settlements hereunder.

ARTICLE 7

DEFINITION OF BILLING FACTORS

7.01 The parties agree to the definitions of the terms as hereinbelow set forth, viz.:
7.011 Contract Year — Each calendar year shall be taken as a Contract
Year.
7.012 System Demand — The total integrated kilowatt (KW) clock-hour

load of Kingsport Company’s system, i.e., the sum of the net
number of kilowatt-hours of input to Kingsport Company’s system
by Appalachian Company at the Interconnection Points occurring
in the On-Peak Period, as designated in Section 7.018, adjusted
when necessary for use of back-up-#intenaies and/or surplus
power service as designated in Sections 18.04;-£9-44 and 2519.06.

7.013 System Maximum Demand — For a calendar month, the single
highest System Demand for such month.

7.014 System Requirement — For a calendar month, the System
Maximum Demand for such month.

7.015 Firm Demand — For a calendar month, the System Requirement for |
such month taken to the nearest even one thousand (1,000)
kilowatts, in no event, however, shall said Firm Demand be less
than thirty thousand (30.000) kilowatts. |

Issued by: Dana 1. Waldo-President
Appalachian Power Companv
Issued on:  November 13, 2008 Effective: Januany 1, 2009
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7.016 Average Demand — For a Contract Year, the numerical average.
taken to the nearest even one thousand (1,000) kilowatts, of the
monthly Firm Demands for such Contract Year, in no event,
however, shall said Average Demand be less than eighty-five per
cent (85%) of the highest Average Demand of any preceding
Contract Year.

7.017 Billing Energy — For a calendar month, the sum of the s#+number |
of kilowatt-hours of input to Kingsport Company’s system by
Appalachian Company at the Interconnectlon Pomts less that

energy determined to be fainenuies

Lig PR NPEYES BTN LhbE Y
R A s
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7.018 On-Peak Period — The hours from 6 a.m. to 9 p.m., local time
(EDT), for all weekdays, Monday through Friday.

7.019 Off-Peak Period — The hours from 9 p.m. to 6 a.m., local time
(EDT), tor all weekdays, all hours of the day on Saturdays and
Sundays and the legal holidays of New Year’s Day, Memorial
Day, Independence Day, Labor Day, Thanksgiving Day and
Christmas Day.

7.020 System Off-Peak Demand — The total integrated kilowatt (KW)
clock-hour load of Kingsport Company’s system, i.e., the sum of
the we+-number of kilowatt-hours of input to Kingsport Company’s ]
system by Appalachian Company at the Interconnection Points
occurring in the Off-Peak Period, as demgnated in Sectlon 7 0 19
adjusted when necessary for use of back-up asedis
service as designated in Section~ 18.04-: w«%«w«v.

7.021 System Off-Peak Excess Demand — For a calendar month, the
amount by which the System Off-Peak Demand exceeds the
System Demand taken to the nearest even one thousand (1,000)
kilowatts. |

lssued by : Dana B Waldo-President
Appalachian Power Company
Issued on: November |3, 2008 ~ Effective: January 1, 2009
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Monthly Charge

ARTICLE 8

COMPENSATION

8.01 For firm power and energy associated therewith:
o i VELSE SR f}«;
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2009

2010

20114

Gengeration Demand Charge
For each kilowatt of Firm Demand

$9.872/kW

Off-Peak Excess

Generation Demand Charge
For each kilowatt of
Svstem Oft-Peak Excess Demand

$0.987/kW

Generation Energy Charge

For ¢ach kilowatt-hour ol
Billing Enerey taken

$0.0196774/kWh

$10.544/kW

$12.561/kW

$1.054/kW

$0.0197445/kWh

$0.0199460/kWh

Issued by: Dana B. W aldo-President

Appalachian Power Company

November 13, 2008
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Neither Appalachian Company nor Kingsport Company shall have a unilateral right. under
Section 205 or 206 of the Federal Power Act {Section 205 or 206). respectively. to request that
FERC change the generation rates set forth above or in Section 18.05, where such change would
become effective prior to Januarv 1. 2012, The parties further agree that (i) FERC mav not
require any change to this agreement that would become effective prior to January 1. 2012,
unless FERC determines that such change is required under the public interest standard set forth
in Morean Stunley Cupital Group Inc. v, Public Utilitv District No. 1 of Snofiomish Counry. and
(i) if a non-contracting third party requests that FERC require a change be made to this
agreement that would be effective prior to January 1, 2012, FERC shall review such request
under the most stringent standard permissible under then-current applicable law.

The generation rates in effect for 2011, as set forth above and in Section [8.035, shall continue in
effect bevond December 31, 2012, absent FEERC action: provided. however, that either
Appalachian Company or Kingsport Company shall have the right to file an application or
complaint with the FERC, for a change in such wholesale genceration rates. under Section 203 or
2006. respectively, to be effective on and after January 1. 2012.

Kingsport Company shall pav for Network Integration Transmission Service {NITS) and other
applicable transmission-related services (other than generation-based Ancillary Services). as
arranged by the AEP East System. in accordance with the provisions of the PIM Open Access
Transmission Service Tariff (OATT), or other applicable FERC rate schedules, as such rate
schedules. which may be revised from time to time, apply to the AEP East system companies.

1a E, Waldo-President
Appalachian Power Company
Issued on: November |3, 2008 Effective: January [, 2009

lssued by: .
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Minimum Annual Demand Charge

8.02  For the supply of Firm Power, the aggregate of the monthly demand charges for
Firm Demand billed to Kingsport Company by Appalachian Company pursuant to Section 8.01
above during any Contract Year shall not be less than the Minimum Annual Demand Charge
which is the product of the Average Demand for the year times the Generation :Demand
«Charge set forth in Section 8.01 above times the figure representing the number of months of
such Contract Year. As promptly as practicable after the expiration of each Contract Year, the
aggregate of the monthly Generation #Demand «Charges for Firm Demand billed to Kingsport
Company during such year pursuant to Section 8.01 above shall be determined. If the total so
found to have been billed is less than the Minimum Annual Demand Charge, Kingsport
Company shall pay Appalachian Company an amount equal to the difference between the
Minimum Annual Demand Charge for such Contract Year and said total.

ARTICLE 9
RATE ADJUSTMENTS

Fuel Adjustment Clause

9.01  When the unit cost of fuel (Fm/Sm) used to meet Appalachian Company’s Net
Energy Requirement less losses (Sm) is above or below the base unit cost of 14.7126 mills per
kilowatthour (Fb/Sb) an additional charge or credlt equal to the product of the Billing Energy
taken under Section 8.01 phus-the Maintenanoe-bposepstaken-undes Seston-fibé-and a Fuel
Adjustment Clause Factor “A” shall be made where “A”, calculated to the nearest 0.0001 mill
per kilowatthour, is as defined below:

Adjustment Factor (4)= Fm - Fb
Sm Sb

In the above formula “F" is the expense of fossil and nuclear fuel in the base (b) and current (m)
periods; and “S™ is the KWH sales in the base and current periods, all as defined below:

Fuel Cost (F) shall be the cost of:

{(a) fossil and nuclear fuel consumed in Appalachian Company’s plants and
Appalachian Company’s share of fossil and nuclear fuel consumed in jointly
owned or leased plants;

{b) the actual identifiable fossil and nuclear fuel costs associated with energy
purchased for reasons other than identified in (c) below;

[ssued byv: Dana £, Walda-President
Appalachian Power Company
fssued on: November 13, 2008 Bffective: January 1, 2009
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(c) the net energy cost of energy purchases, exclusive of capacity or demand charges
(irrespective of the designation assigned to such transaction) when such energy is
purchased on an economic dispatch basis (included therein shall be such costs as
the charges for economy energy purchases and the charges as a result of
scheduled outage, all such kinds of energy being purchased by Appalachian
Company to substitule for its own higher cost energy); and less

(d) the cost of fossil and nuclear fuel recovered through inter-system sales including
the fuel costs related to economy encrgy sales and other energy sold on an
economic dispatch basis.

Sales (S) shall be equated to the sum of (a) generation, (b) purchases, (c) interchange-in, less (d)
energy associated with pumped storage operations, less (e) inter-system sales referred to in (d)
above, less (f) total system losses.

Sales (S) shall be modified to reflect losses of 2.7972% associated with Appalachian Company’s
deliveries to Kingsport Company.

9.02 The adjustment factor developed according to the preceding paragraphs may be
further modified to allow the recovery of gross receipts or other similar revenue-based tax
charges occasioned by the fuel adjustment revenues.

9.03  The cost of fossil fuel shall include no items other than those listed in Account
151 of the Commission’s Uniform System ot Accounts for Public Utilities and Licensees. The
cost of nuclear fuel shall be that as shown in Account 518, except that if Account 518 also
contains any expense for fossil fuel which has already been included in the cost of fossil fuel, it
shall be deducted from this account.

[ssued by: Dang L. Waldo-President
Appalachian Power Company
fssued on: November |13, 2008 Effective: Januany |, 2009
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ARTICLE 10
TAXES

10.01 1If, at any time during the term hereof, there should be levied and/or assessed
against Appalachian Company any tax by any taxing authority in respect to the power and/or
energy generated, purchased, sold. imported, exported, transmitted, interchanged, or exchanged
by Appalachian Company in addition to or different from the forms of such taxes now being
levied or assessed against Appalachian Company, or any increase or decrease in the ratc of such
existing or future taxes, and such taxes or changes in such taxes should result in increasing or
decreasing the cost to Appalachian Company in carrying out the provisions of this agreement,
then in such event adjustments shall be made in the rates and charges for power and energy
furnished hereunder to make allowance for such taxes and changes in such taxes in an equitable
manner. The taxes referred to above in this Article shall not include property, franchise or net
income taxes.

ARTICLE 11
BILLINGS AND PAYMENTS

11.001 Bills shall be rendered monthly. Bills rendered under this ~agreement are due |
and payable when rendered. If all or any part of a bill shall remain unpaid for more than twenty
(20) days after the date of bill, there shall be due and payable to theAppalachian Company, in |
addition to the unpaid balance, simple interest computed as follows: the prime interest rate in
effect at the Manufacturers Hanover Trust Company, New York, New York, or its successor, on
the last day of the month for which the delinquent bill was rendered. In the event of stoppage or
Company will be billed for such period on an estimated consumption based upon its use of
energy and/or demand for power in a similar period of like use, or based upon other data
available to Appalachian Company. ]

~Kingsport Company disputes the accuracy of a bill, timely payment shall be made of |

By

If Guses
the bill as rendered and the parties shall use their best efforts to resolve the dispute and shall

make such adjustment, if any, by credit or additional charge on the next bill rendered. 1f the
parties are unable to resolve such dispute, the parties may take such action as they deem

necessary to protect their interests. The existence of a dispute as to any bill shall not relieve

either party of compliance with the terms of this 4agreement. I

ARTICLE 12
CONTINUITY OF SERVICE
12.01 Appaltachian Company shall exercise due diligence to make the service provided
hereunder continuous and reliable but it shall not be liable to Kingsport Company in any manner
[ssned by Dana . Waldo-President

Appalachian Power Company
lssued on: Nowvember 13, 2008 Effective: January {. 2009
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for any interruption or deficiency in such service which may be caused by strikes, accidents,
legal process, floods, inadequacy of water supply or other acts of God, governmental
interference, breakdowns or injury to its machinery, transmission lines and other equipment,
necessity for extraordinary repairs or other causes beyond its reasonable control; provided,
however, that in the event of any interruption or deficiency in such service due to any of the
aforesaid causes Appalachian Company shall. as promptly as possible, fully restore the service.

12.02 The parties to this #:agreement expressly agree that if there were to be a shortage
of capacity and/or electric energy requiring Appalachian Company to curtail availability of
capacity and/or energy deliveries to its own retail customers, Kingsport Company agrees that
upon being notified by Appalachian Company of such requirement to curtail, Kingsport
Company will institute procedures which will cause it to curtail its demand and/or use of energy
by its retail customers to the precise and identical degree as the curtailment to be imposed by
Appalachian on its retail customers; provided, however, that Kingsport Company agrees that if,
upon such notification, it fails to take the action which it hereby agrees to take, Appalachian
Company shall be entitled to take such action to limit demand/or energy associated therewith,
including right of total interruption of capacity and energy deliveries during the period any
shortage exists, and, in such event, Appalachian Company shall not incur any liability to
Kingsport Company in connection with the action so taken by Appalachian Company and
Kingsport Company agrees to save Appalachian Company harmless from any and all claims,
demands or actions of whatever nature which might arise as a result of such action so taken by
Appalachian Company.

12.03 it is the intention of this provision that any curtailment of demand and/or energy
shall fall equally on Appalachian Company’s retait customers and those of Kingsport Company.

ARTICLE 13
OPERATING COMMITTEE

13.01 In order that the advantages to be derived hereunder may be realized by the
parties to the fullest practicable extent, the parties shall appoint a committee of authorized
representatives to be known as the Operating Committee.

13.02 Each of the parties shall designate in writing delivered to the other party, the
person who is to acl as its representative on said committee (and the person or persons who may
serve as alternate whenever such representative is unable to act). Such representative and
allernate or alternates shall each be persons familiar with the generating, transmission, and
substation facilities of the system of such party by which it has been so designated, and each
shall be fully authorized to cooperate with the other representatives (or alternates). Such
representatives (or alternates) shall be fully authorized to cooperate and agree upon all matters,
not specifically provided for herein, on which cooperation and agreement are necessary in order
that the advantages to be derived hereunder may be realized by the parties to the fullest
practicable extent.

fssued by Dana b, Waldo-President
Appalachian Power Company

issued on: November 13, 2008 __Effective: January 1. 2009
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ARTICLE 14
ARBITRATION

14.01 In the event of disagreement between the parties with respect to (a) any matter
herein specifically made subject to arbitration, (b} any question of operating practice involved in
the delivery of transmission of power and energy herein provided for (c) any question of fact
involved in the application of the provisions of this agreement, or {d) the interpretation of any
provision of this agreement, the matter involved in the disagreement shall, upon demand of either
party, be submitted to arbitration in the manner hereinafter provided. An offer of such
submission to arbitration shall be a condition precedent to any proceeding at law or in equity
concerning such matter, provided that either party may without arbitration bring a proceeding to
enjoin breach of this agreement.

14.02 The party calling for arbitration shall serve notice in writing upon the other party,
setting forth in detail the subject or subjects to be arbitrated; and the parties thereupon shall
endeavor to agree upon and appoint one person to act as sole arbitrator. If the parties fail so to
agree within a period of fifteen (15) days from the original notice, the party calling for the
arbitration may, by written notice to the other party call for appointment of a board of arbitrators
skilled with respect to matters of the character involved in the disagreement, naming one
arbitrator in such notice. The other party shall, within ten (10) days thereafter, appoint a second
arbitrator, and the two so appointed shall choose and appoint a third. In case such other party
fails to appoint an arbitrator within said ten (10) days, or in case the two so appointed fail for ten
(10} days to agree upon and appoint a third, the party calling for the arbitration, with five (5)
day’s notice to the other party, may apply to the person who is the judge in the United States
District Court having jurisdiction at Kingsport, Tennessee for appointment of the second or the
third arbitrator, as the case may be.

14.03 The sole arbitrator, or the board of arbitrators, shall afford adequate opportunity to
the parties hereto to present information with respect to the question or questions submitted for
arbitration and may request further information from either or both parties.

14.04 Each party shall pay for the services and personal expenses of the arbitrator
appointed by or for it, if there be a board of arbitrators, and all other costs incurred in connection
with the arbitration shall be paid in equal parts by the parties hereto, unless the award shall
specify a different division of the costs.

ARTICLE 15
DURATION OF AGREEMENT
15.01 This agreement shall become effective January 1. 12532009, and shall continue in

effect for an initial period expiring December 31, ¢ 2011, and thereafter for successive
periods of one (1) year until terminated as provided under section 15.02 next below.

Tssued by, Dana E. Waldo-President
Appaiachian Power Company
I1ssued on: Novembey 13, 2008

Efiective: January |, 2009
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15.02 This agreement may be terminated by either party as of the expiration of said
initial period or as of the expiration of any successive period of one (1) year upon written notice
given by the terminating party to the other party at least three (3) years in advance of such
termination.

ARTICLE 16

REGULATORY AUTHORITIES

16.01 This agreement is made subject to the jurisdiction of any governmental authority
or authorities having lawful jurisdiction in the premises.

ARTICLE 17
ASSIGNMENT

17.01 This agreement shall inure to the benefit of and be binding upon the successors
and assigns of the respective parties.
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ARTICLE 18
BACK-UP SERVICE
18.01 Appalachian Company shall provide back-up service to Kingsport Company for
use by Kingsport Company customers with power production facilities under the terms and

conditions specified under Sections 18.02-18.05.

Back-Up Service Reservation

18.02 Kingsport Company may reserve back-up service by giving advance written
notice to Appalachian Company. Such notice shall include, for each customer with power
production facilities served by Kingsport Company, the amount to the nearest one hundred (100)
kilowatts, the service reliability level requirement as specified in Section 18.05 and the effective
date for that amount of reserved back-up service. Upon receipt of such notice of reservation,
Appalachian Company shall either concur in writing with such reservation or shall inform
Kingsport Company of any conditions or limitations related to such reservation. Those
conditions and limitations include, but are not limited to, the available capacity of Appalachian
Company’s generation, transmission and related facilities. the possibility of causing any undue
interference with Appalachian Company’s obligations to provide service to any of its other
customers and the extent to which such back-up service will impose a burden on Appalachian
Company’s system or any system int¢rconnected with Appalachian Company.

[ssued by: Dana E. Waldo-President
Appalachian Power Company
Issued on: November |3, 2008 . Effective: January 1, 2009
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Back-up service shall be reserved for a period of 12 months beginning with the effective date as
specified above.

Back-Up Service Notification

18.03 Whenever back-up service is needed, Kingsport Company shall verbally notify
Appalachian Company immediately and shall specify the KW amount of back-up service
required. Such notification shall be confirmed in writing within five (5) working days and shall
specify the KW amount, the time and date such use commenced and the termination time and
date. 1f such notification is not received, such back-up service shall be considered as firm load in
the determination of Firm Demand as defined in Section 7.015.

Demand Determination

18.04 During any hour, when back-up service is supplied to Kingsport Company for use
during the forced outages of its customers’ power production facilities, the hourly System
Demand as defined in Section 7.012, shall be adjusted by subtracting the amount of back-up
service supplied by Appalachian Company.

Vs R
e DR

i

Monthly Back-Up Charge

18.05 In addition to the monthly charges as specified in Articles 8 and 9, Kingsport
Company shall pay Appalachian Company each calendar month for its back-up service
reservation as follows:

el HOL-RD

A B 433

525
paa

Issued by Dana . Waldo-President
Appalachian Power Company
Issued on: . November [3, 2008 Effective: January {, 2009




Appalachian Power Company Qriginal Sheet No. 16

First Revised FERC Rate Schedule No. 23

I MONTHLY MONTHLY MONTILY
SERVICE Y BACK.LP BACK-UP BACK-LP
RELIABILITY | FORCED | ALLOWED RATE RATE RATE
LEVEL OLTAGE | OUTAGE SIKW S/KW SIKW
RATE HOURS 2009 2010 2011

A 5 138 SO.ATUEW $0.527KW S0.625 AW

B 10 376 50.987kW $1.034KW $1.256/W

C 15 1314 S1A8IRW SLISUKW §1.884kW

D 20 1,752 SLOTAAW $ 1004kW §2 31

L 25 2.190 $2.468kW $2.636/KW 53140k W

T 10 2,628 $2LUGAW 53 163/kW 53765k W

The monthly back-up charge is equal to the monthly back-up rate selected times the back-up
service reservation.

{ssued by:  Dana B, Waldo-President
Appalachian Power Company

November 13, 2008 Effective: January 1, 2009

1ssued on:
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Whenever the allowed outage hours for the respective service reliability level selected by such
customer served by the Kingsport Company are exceeded during that customer’s back-up service
reservation year, the unadjusted hourly System Demand as defined in Section 7.012 shall be used
for billing purposes for the remainder of the back-up service reservation year for that specific
customer.

ARTICLE 19
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Issued by, Dana E. Waldo-President

Appalachian Power Company
Issued on: Nevember |3, 2008 - . Effective: January 1, 2009
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2419.01 Appalachian Company, at its sole discretion, may sell Surplus Power at l
such times and in such quantities as determined by Appalachian Company, to Kingsport
Company, to meet temporary increases in the on-peak production requirements of Kingsport
Company’s customers under the terms and conditions specified under Sections 2+19.02-2:419.09. |

SURPLUS POWER SERVICE

Surplus Power Reservation

2519.02 Kingsport Company shall reserve Surplus Power on a non-firm daily [

2419.03 The minimum Surplus Power purchase by Kingsport Company shall be |
one thousand (1,000) kilowatts. All Surplus Power purchases shall be specified to the nearest
one thousand (1,000) kilowatts.

£4119.04 Kingsport Company shall notitfy Appalachian Company and arrange to l
reserve Surplus Power, if available, at any time prior to 4 p.m. (EST) of the day immediately
preceding the reservation date. Such arrangements shall specify the reservation date and the
Surplus Power Reservation to the nearest one thousand (1,000) kilowatts.

2419.05 Appalachian Company shall provide to Kingsport Company the applicable |
daily non-firm demand and energy charges. The charges vary daily to reflect system and market
conditions. The prices are based on Service Schedule A, effective October I, 1995, AEP
Companies FERC Electric Tariff Original Volume No. 2 (as amended).

The daily non-firm demand charge shall be up to a maximum of $700 per MW reserved per day.

The daily non-firm energy charge shall be the out-of-pocket cost of supplying the energy plus up
to 10% of such cost not exceeding $1 per megawatthour if such energy is purchased from
another party. Out-of-pocket costs shall mean all expenses incurred that would not otherwise
have been incurred had surplus power service not been arranged.

fssued by Dana E. Waldo-President
Appalachian Power Company
Issued ony: November 13, 2008 Effective: January [, 2009
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Demand Determination

2411906 During any hour of the On-Peak Period, when surplus power service is |
supplied to Kingsport Company for use by its customers, the hourly System Demand as defined
in Section 7.012 shall be adjusted by subtracting the amount of surplus power service supplied
by Appalachian Company.

Energy Determination

219.07 For each day, Surplus Energy shall be calculated as the sum of the '
kilowatts of surplus power service used each clock-hour during the On-Peak Period. Billing
Energy, as determined according to Section 7.017, shall be adjusted by subtracting Surplus
Energy.

Daily Surplus Charges

2419.08 In addition to the monthly charges as specified in Articles 8, 9: and 18-
4, Kingsport Company shall pay Appalachian Company each calendar month for the sum of the
Daily Surplus Power charges as follows:

Surplus Demand Charge — The product of the daily Surplus Power Reservation and the
daily non-firm demand charge.

Surplus Energy Charge — The product of the daily Surplus Energy and the energy charge.

Conditions of Service

£519.09 Appalachian Company reserves the right to interrupt the sale of Surplus |

Power to Kingsport Company at any time.

Appalachian Company will endeavor to provide Kingsport Company as much advance notice as
possible of interruptions of Surplus Power. However, Kingsport Company shall interrupt
Surplus Power within ten (10) minutes if so requested.

If Kingsport Company fails to interrupt Surplus Power as requested by Appalachian Company,
the uninterrupted surplus demand shall be billed at the Firm Power Demand Charge as defined in
Section 8.01 for that billing month.

No responsibility or liability of any kind shall attach to or be incurred by Appalachian Company,
or on account of, any loss, cost, expense or damage caused by or resulting from, either directly or
indirectly, an interruption of service under Section 2419.09.

In the event Appalachian Company interrupts the sale of Surplus Power to Kingsport Company.
the Daily Demand Charge shall be reduced by an amount cqual to 1/1 5" of the daily non-firm
demand charge for each hour or portion of an hour that the sale of Surplus Power to Kingsport
Company is interrupted.

. Dang £, Waldo-President
- Appalachian Power Conipany
Issued on: November [ 3, 2008 Fffective: January 1, 2009
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IN WITNESS WHEREOF. the parties have caused their duly authorized representatives
to execute this agreement on their behalt as of the first date above written.

APPALACHIAN b -POWER COMPANY
{Appalachian Company)

By:

Namg:

Title:
S

KINGSPORT bbb d-id e b A543
POWER COMPANY
_(Kingsport Company)

By:

Name:

Title:

Jssued by: Dana £, Waldo-President
Appalachian Power Company
Issued on: November |3. 2008 Effectve: January t, 2009
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A-1

APPALACHIAN POWER COMPANY

DETERMINATION OF DEMAND-RELATED COSTS AND
DEMAND CHARGE

COST DATA BASED ON 12 MONTHS ENDED 12/31/2007 WITH JUNE 30, 2008 UPDATES

CONSUMPTION DATA BASED ON 12 MONTHS ENDED 12/31/07

Return on {nvestment

Uemana

Related

$215,432 494

2. Operation & Maintenance Expense $419 311.002

3. Depreciation Expense 578,519,845

4 Taxes Other Than Income Taxes $58,398 974

5 Income Tax $66,828,093

6. Subtotal $838.491.407

7. Less: Off-System Sales for Resale Expenses 30

8. Less: Customer Share of Off-System Sales Margin $8,820,957

9. Adjustment of Other Income and Deductions $0

10, “Annual Production Fixed Cost $829.570.450

11. Monthly Peak Megawatts 77,323

12. Demand Charge $10.729 /kw
13. Loss Adjusted Monthly Demand at Peak 4,337,385 kW
14. Annual Demand Revenue Reguirement $46,534,236

15. Loss Adjusted Monthly Demand 4,400,399 kW
16. Demand Charge @ Generation £10.575 /kW
17 Transmission Loss Factor 10341

18 Transmission Voltage Demand Charge $10.936 kW
19 Pnmary Loss Factor - Virginia Jurisdiction 1 0664

20 Primary Voltage Demand Charge - Virginia Jurisdiction $11.277 /kW

Ngte A. From Accounting departiment

MNote B Total custcrmer demands adjusted for losses to generation

Note C. Losses pursuant to OATT and ioss study

Exhibit |
1of 18

Reference
P A-5 L.18.Coi (2}
P.A-14 L8, Col (2)
P A-15, L11, Col (2)
P A-18,L.12, Col (3)
P.A-17, L5, Col (2)
Lines 1 through 5
P.A-4 L3 Col (2)
P.A-4, L4, Col (2)
Note A
LE-L7-LB+L9
2007 12CP's
L10/L.11/1.000
Note B
L12XL. 13
Note B
L.14/L.15
Note C
L 18X L 17
Note C

L XL 17



A-2

APPALACHIAN POWER COMPANY

DETERMINATION OF ENERGY RELATED COSTS AND
ENERGY CHARGE

COST DATA BASED ON 12 MONTHS ENDED 12/31/2007 WITH JUNE 30 2008 UPDATES
CONSUMPTION DATA BASED ON 12 MONTHS ENDED 12/31,07

17

18.

19

20

21

22

24

Total Fuel
Purchased Power Energy (555)

Other Production Expense

Energy
Related

$665.437 839
$625.351,088

$119 155.972

Total Production Cost
Less Off-System Sales for Resale Expenses

Less. Customer Share of Off-System Sales Margin

$1.413,644 899

$485.074.525

$55,029.867

Subtotal

Adminstrative & General Expense
Return on lnvestment
Depreciation Expense

Taxes Other then Income Taxes

Income Tax

5869,840,507

$33.180.297

$28,483.959

$5.836,536

$3.923.516

$8,835.843

Annual Production Variable Costs

Production Fuel Costs

$850,100,663

$750.684,535

Non-Fuel Costs

Net mWh Generated and Purchased, less OSS mwh Sold
Energy Charge

Fuel Charge

Trapsmission Loss Factor

Transmission Voltage Energy Charge

Transmission Voltage Fuel Charge

Prmary Loss Factor - Virgmia Jursdicticns

Primary Voltage Energy Charge in Virginia

Primary Voltage Fuel Charge in Virginia

$199,416,128
40,339,370
$0 0048435
$0 0186092
10341
$0.0051121
$0.0192438
16852
$0.0052164

$0.0196364

/kWh

KWHhH

/kWh

/"Wh

/kWh

1kWh

Exnitnt |
20f18

Reference
PA-14 L 17 Col(4)
PA-14.L 1, Col(4)
P A-14, L 4 Col(3)

Lines1,2&3
P A-4 L3 Col(3)
P A4, L4 Col(3)
L4-L5-L6
P.A-10, L A7, Col (5)
P.A-5, L 18, Col (3)
P A-15.L.11, Col (3}
PA-16, L 12 Col4)
P A-17 L.5 Col (3)
Lines 7 thru 12
P A-14,1L.21. Col (4)

L 13-L 14

2007 FERC FORM 1 p 401b

L15/L16/1,000

L1471 16/1.000

PA-1,L17

L17XL 13

L 8XL ig

Li7XtL 22

L18xXL 22




A-4
CFF-SYSTEM SALES REVENUES AND MARGIN

COST DATA BASED ON 12 MONTHS ENDED 12/31/2007 WATH JUNE 30 2008 UPDATES

3 CH-Systerr Sales Revenues
2 Less Margins from CH-System Sales
3 Of Systemn Sales Expenses

Customer Snare ot Margins

s

Raeference

25%of L 2

AEP Margins

Amount
RN

$744 677 818

ry
w
o
@™
[
=
[
<@
)

489 074 525

§395C.823

151,862 470

Mate A. Revenues associated with off-system sales as reported in Account 447

{FERC Form 1, Page 310-311 columns H & |, excluding RQ}

Note B From Wholesaie Commogity Accounting

Demand
€3]

338

o

43828

35,683.826

[=]

8320957

26 762 868

Exnipiti
Jof 18

$708 193,392

220,119,487

489.074,525

56 029 867

165.089.600
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RETURN CN PRODU

AN

2]

Note A.

MNote B

ELECTRIC PLANT

Grass Plant :n Service

Less Accumuiated Depreciation
Less Accumulated Deferred Taxes
Net Plant n Service

Dlant teid for Fulure Use
Construction Work !n Progress
Subtotal - Etectric Plant

WORKING CAPITAL

Malerals & Suppires
Fuel
Nontue!
Totai M & S
Prepayments
Cash Requirements
Total Invesiment

Compesite Cost of Capital

Retum on Investment

TION-RELATED INVESTMENT
COST DATA BASED ON 12 MONTHS ENDBEG 12/31/2007 MTH JUNE 20 2008 UPDATES

Reference

P AB LS Coli2)
PAS L1a Coll2)
PAB L 15 Cali2;
L2-iL3+L 4
Note A

Note A

LS+l E4L 7

P A-9 L2 Col (3)
PA9 L6 Col(3)
L11+L12

Note 8

P A-8 L8 Col (1)
L.B+L 13+L 14~L.15

PA-11 L4 Col{a)

LiexL17

Amount

2815 455 700
1741450287
308,932,387
1,765,074 026
1085069

736,383 742

2.502,148.837

79.639.911
72662140
152.302.051
13.850 941

233,304,525

2.901,606.353

243 916 454

Production amount anly Average Balance of Accounts 185 & 107 for Generation

Classified and functionalized using Gross Plant % frem P A 6, L 8
30 295 148

Total Company Account 165

Average Balance of Prepayments
Consot 165 Balance @ 12/31:08
Consot 165 Balance @ 12/31/07

Average Balance

53,141,852
7,448,440 FERC-1, P 111, L 57
30.29514€

1730 108.288

1,085 069

735,989,742

2 457 183,199

[

29,667 382
29,567 362
13 499,517
52,413 875
2.562,763.853
3 4%

215,432 494

Exhibit }
40f 18

Energy

4

88 259 252
45,430 963
7.863 551

34 355 638

34,965 638

79,639,911
42,894 778
122,634 689
351,424
180,83C 649
338,842,401

8 41%

28 483,958

Mote The decrease n this balance s due ‘o 3 FASB 158 required entry in 2006 to mark the cash funded pension prepayment
1o 3 marked to market vaive to reflect true funded posrtion of the pensions based on investment returns and actyarial values

June 30 2008 Eraing Balance



A-5
PRODUCTION-RELATED ELECTRIC PLANT iN SERVICE

COST DATA BASED ON 12 MONTHS ENDED 12/31/2007 WATH JUNE 30 2008 UPDATES

System
Reference Amaount
i
1 SROSS PLANT IN SERVICE
2 Plaptin Service Naote A 7 *R4 505 985
3 Generator Step-Ups fncluded in Accts 352 & 353 above a
4 Seneral & Intangible Plant PAT L21 279 313,304
5 Total L2+L3+L4 7463819299
8 Percentage of Total 100 00%
7 ACCUMULATED PROVISION FOR DERPRECIATION
8 Plant in Sernce Note C 2,683 418,025
9 Adjustment to Depreciation Rate Note D 0
10 Generator Step-Ups Included in Accts. 352 & 353 above o]
11 Adjustment to Depreciation Rate Note D 9
12. Genearal & Intangible Plant Note B 143,772,132
13 Adjustment to Depreciation Rate Note B. D Q
14 Total L8+L. 9+ 10+ 2827190157
L11+L 124013

15 ACCUM DEFERRED TAXES Nate E 677,842,358

Exhit
5of 18

PROBDUCTION
Amount Semand Energy
§2r €31 {4}
2822747 217 3.832,747 217 e
28,348,065 28 346 D65 ol
155363 418 57 104 165 98.259 252

3816 458,700

45 72%

1651,861,742

9,487 668

1.741.450,287

309.932.387

3 728 197 447

44 56%

1651391 742

9,487 668

34 540814

1696,020,.224

302,068 835

Nate A Gross Plant in Service is the average of beginning and ending year balances (FERC-1, P 204 - 207)

Note B % from P A-7 L 1@ Cols (4} &5}

Note C  Accumuiated Depreciation 1s the average of beginning and ending year balances :FERC-1, P 219}

Note D Fram Accounting Deparment

Note E FERC-1, P 234 Ln B (Accaunt 190) FERC-1 P272/273 Ln 8 (Accoum 281), FERC-4 P274/275 Ln 5 (Account 282).
and FERC-1 p 276:277 Ln 9 (Accaunt 283} - Allocaled on Gross Plant \n Service.

June 30 2C08 Ending Balance

45430063

45430.083

7 B63.551
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PRODUCTION-RELATED GENERAL PLANT ALLOCATION
COST DATA BASED ON 12 MCNTHS ENDEG 12:31:2007 MATH JUNE 30 2008 UPDATES

PN T O

-~ 2 o @
S o

12

19

20

21

Note A

Note B

Nete C

GENERAL PLANT

389 Land

330 Structures

291 Cthce Equipment

292 Transportation Equipment
393 Stores Equipment

394 Tools Shop & Garage Equipment
385 Lab Eguipment

386 Power Operated Equipment
337 Communications Equipment
338 Miscellaneous Equipment
Subtotal

PERCENT of Subtotat
Cther Tangible Property
398 0 Other Tangibte Property
399 1 AR Costs for Gen Plant
Total Other Tangible Property
TOTAL GENERAL PLANT
PERCENT of Total
Intangible Plant

General and {ntangible Plant

General Plant Accounts 101 ang 108

Expubit )
g0of 18

Total
System

1

15,487 759
103,748 219
5559 810
16,842
362.500
15244 360
2,363.452
3,862

24 105 880
4125211
174373725

100.00%
(5,107,719)
(4,311,700)
(9,419.419)

164,954,306

100 00%

114,358,998

279,313,304

“itccation
Factor

1)

Note A

FERC-' P 206

FERC-1 P 204

Aliccaton factars based on wages and salaries in electnc operations and

maintenance gxpenses exciudng adminisirative and general expenses

a Total wages and salanes « slectnc O8M excluding A3G

FERC-1 P 354 Columnip) L 25424

b Producton wages and salanas in siectnc O&M

FERC-!
¢ Rata :b/a)

324 Cotig), L 18 Note C)

Classhicalion factors based on wages ana salanes n eectric operations and

maintenance expenses axcluging administratve and general expenses

a2 Proeduction wages and salares in electric O8M
b Productien dermangd-retated wages and satanes

¢ Rayo 'via)

From Accourting

Tha iotal of 5* APCo D&M productiac sayrad wcluges amounts om ne FERC Form * 5354 wre 20

Fauchon and acdioral arounts racarded for PN costs o

UGN ©ErgvioUs Calc' s

sune 30 2008 Ending Baance

re 22

Related to
Froducton
(M x(2)
(3

96 860 330
55 55%
(5.107,719)
0
{5.107.719)
31753,112
55 62%
£3.610,306
155 363,418

APCo

101 077.153

56,929,786

21,408,183

Demand
4)

44 737.485
25 65%
(5.107.719)
0

{5.107 715)
39.629,767
24 02%
27.474 399
57.104,165

AEPSC
Note B

46 068 644

24,806 520

16,342 599

Tm2se e I amoums vere part of

52 123 345

52,123,345

3160%

36,135 907

88.259.252

Total

147 145,787

81736 305
55 55%

81,736 305
37 751 852
48 19%
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A-8

PROOUCTION-RELATED CASH REQUIREMENT

COST DATA BASED ON 12 MONTHS ENDED 12/31.2007 WITH JUNE 30 2308 UPCATES
PROCUCTICN

Refarence Armount Demand Energy
11 12) (3}
1 Fuei Expense B A-14 4 17 385 437 833 B389 427 839
2 Fuel Casn Requrrements 45/380x L1 83675730 83579 730
3 Purchased Power P A4 L1t 868 014 053 242,682 965 625 351 088
4 Purchased Power Cash Requirements 45360 xL 3 108 501 757 30332 871 “8 168 88€
5 Total O&M Excluging Fuel P A4 L8 1.196 598,358 419,311 002 777 587 357
6 Other O&M Expense L5-L3 328,584,308 176 648 037 152,336 269
7 Other O&M Cash Requirements 45/360 x L & 41,123,038 22.081.005 19 042.034

8 Total Cash Requirements L2+La+L7 233.304,525 52413875 180 890.649



5.9
PRODUCTION-RELATED MATERIALS & SUPPLIES

COST DATA BASED ON 12 MONTHS ENDED 1231:2007 WITH JUNE 30 2008 UPDATES

Refarence
4 Matenal % Supphes
2 Fuel {Acct 1578 152} FERC.1 P 38
3 Non-Fuel
4 Allowances :Acct 158) FERC.1 P40
5 MNon-Fuei (acct 154-157 163) FERC-1 P 120 11t
Funchoralzed on Gross Plant frem P AS (22
6 Tetal Non-Fuel L4+l 5
7 Totai Materal & Supplies L2+L 8

Total Aliocaten
Sysiem Factor

i1y 2
798392911 DA
42994 778 100%

58 673.320 50 56%

101 868 098

181 308,009

Related (0
Producticn
(11 x12)

)

78539911

42.4994,778
29 667 362

72662140

152.302.051

Cemand
24

26 867 362

28 367 362

Exripit§
8of 18

Energy
5

79639911

42,994 778
a

42894778

122.634 689

r—



a.10

PRODUCTION-RELATED ADMINISTRATIVE & GENERAL EXPENSE ALLOCAT:ON
COST DATA BASED CN 12 MONTHS ENDED 12/31,2007 '"MTH JUNE 30 2008 UPDATES

EURE: NG R N

Note A

Note B
Note C.

Note O

Account

ADMINISTRATIVE & GENERAL EXPENSE

RELATED TQ WAGES AND SALARIES

A&G Satanes
Office Supplies
Adm Expense Transfer - Cr
Cutside Services
‘mures & Damages
Employee Pensions & Benefits
Franchise Requirements
Duphcate Charges - Cr
Miscetaneous General Expenses
Rents
Subtotal

Property Insurance
Regutatory Comm Expenses

Maintenance of General Piant

Total

920
g
322
923
925
926
927
929
330
kgl

924
928
935

Allocation
Factor %

System
Reterence Amount
53]
FERC-1.P 122 33255 C42
FERC-1 P 322 47284612
FERC.1 © 322 i4.817 355)
FERC-1 P 323 30776983
FERC-1, P 323 6919557
FERC-1 P 323 21,499 855
FERC-1.P 323 Q
FERC-1 P 323 (144 475)
FERC-1 P 323 8684 008
FERC-1, P 322 3,181,304
Ls Jthru 12 104,087,029
FERC-1,P 323 3299503
FERC-1, P 351 1,076 327
FERC-1. P 323 6,541.007
Ls 13 thru 16 115.003 866

i)

Note A

Note B
Note C
Note O

Ajlocation tactor based on wages and salanes in electric operations and mamtenance
expernses, excluding administrative and general expenses - See Page A-7

From Accounting

Fg 350 Production
System Demand Energy
FERC - Annual Assessmem 0 0 0
Va Environmental & Rehability Cost Recovery Pr a a 0
WV Rate Proceedings Q 0 0
Vitgima Rate Proceedings 632 745 0 Q
virgima IGCC Filing 4,532 0 0
West Virgima 1GCC Fiting 1655 0 0
Smith Mountain 710.397 710 397 0
Leesvile Hydro 118,087 146.087 0
Craytor Hydro 104.932 104 932 o}
Byliesby Buck Hydro 41.339 418598 0
Marmet and Landon Hydro 52717 52.717 0
Winfield Hydro 26,767 26767 Q
Reusens Hydro 18,745 18 746 2
MNiagara Hydro 4117 4117 0
M:sc €65 LLE [§]
Totat 1715659 1076.327 Q

Altacated an Generat Plant 4 from P A7 L 19

Praduction

Amount

13y

§7.818.092
2.773.427
1076.327
3,638,327

65,306,173

26 704 665
2.773 427
1,078,327
1571.457

32,125 878

Exmbi |
Sof 13

Syrergy
i5)

21.113.427
3

9
2.066.870

33,180 297
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A-11
COMPOSITE COST OF CAPITAL
ZOST DATA BASED ON 12 MCNTHS ENDED 12/31/2007 WATH JUNE 30 2008 UPDATES

Txal Company Costof Composite
Average Capsalization Cagprtal Costof Capital
Reference 3 S R 2x 3
N 2 34 4y
1 Long Term Dedt Note A 2.722581 486 56 54% 2 51% 3 119%
2 Preferred Stock Nois B 18,519 112 J38% 4 32% 3 02%
3 Common Stock Mote C 2.074 668.533 43 08% 12 25% 5 22%
4 Total 4 816,189 130 100 G0% 3 4063%

Mote A P A-12, L 4 Columns (1)and P A-12, L 5(2)
Note B P A-13. L 1(eyand L2

Note C Total Propnetary Capital (FERC-1, P 112, Lina 18, Column {1} & (2))
{FERC-1, P 112, L 18, Columns (1) & {2}) 2.093 207 645
Less Line 2 - Prefarred Stack 18.519.142
Common Stock 2,074.688 533



A-12
AVERAGE LCONG TERM SEBT

COST DATA BASED CN 12 MONTHS ENDED 2/31/2007 WATH JUNE 30 2008 UPDATES

1 Totai (FERC-3 P 112 & P 117 - Account 4273

2 Preferred Stock With Mandatory Redemgticon
(FERC-1, P 257 2)

3 Amartizaben of Debt Discount and Expense
{(FERC-1 P 117 Accounts 428 - 429 1}

4 Tetaldb1-L2+L 3

5 Embedded Costs =L 4 Col (2)/Cal (1)

Average
Debt
Balance
&

27223814886

o

2722.981 485

Interest
Bocked

2

144 946 214

149 912 420

551%

Exhbit |
11 of 18
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DATA BASED CN 12 MCNTHS ENCED 12/31/2C07 WATH JUNE 30, 2008 UPDATES

Reference Amagunt
‘ay Preferrea Stock Divdends FERC-t P 118 L 298 739 415
(Account 437)
& FERC.1 P 2572

by Preferred Stock Issued FERC-1 P 112,03 17 787 70g

cy Premium on Preferred Stock FERC-1 P 112 {8 751 412
{Account 2070003)

(@) Preferred Stock with Mandatory Redempton FERC-1 P 257 2 o]

e) Tctai Preferred Stock Li{@y+Ltc)+L 1(d) 18,519 112

Average Cost Rate L t{ayL 1 (e) 4 32%



A-14
ANNUAL FIXED COSTS
PRCDUCTICN C & M EXPENSE

EXCLUDING FUEL USED IN ELECTRIC GENERATION

COST DATA BASED ON 12 MONTHS ENDED 12,21/2007 MTH JUNE 30 2008 UPCATES

(= oW o

@

10
1
12
13
14
18

17

19
20
21

22
3
24

Purchased Power

System Control of Load Dispatching (FERC Form 1 P 32

Qther Production £xpenses (FERC Form-1. P 321)

Cthar Produchon Capenses

Tolal Froducuon Expense Excluding
Fuel Used In Efectnic Generation above

A& GExpenseP 10. L 17
Generator Step Up related C&M

Total O & M Exciuding Fuel

Fuel - Account 501 (FERC Form-1, P 320)
Less Fuel Handiing
Less Lignite Handling
Less. Sale of Fly Ash (Revenue & Expense)
Plus Account 518
Plus Account 547
Less' Pre 4/7/83 Spent Nuclear Fuel
Plus Pre 4,7/83 Spent Nuclear Fuel - Study
Total Fuel

Total - Production O&M

Less Off-System Sales Revenues (P A4 L 1)
Plus Company Share of Margins (P A-4 L2-L 4)
Totai Fuel Costs

Plus Nuclear Decomm Expense - ARO
Less. Nuclear Decommisioning Adjustment
Less. Spent Nuclear Fuet Adjustment
Creck Total - Perbooks Production C&M

Total
Account Na Campany
o
555 368 04 353
Note O 17 704 743
557 13.01C 307
Note A 232.784.352
1,131 514 G55
65 306 173
Note B 178,131
1,196,598 358
501 674,056,867
17.041 430
Q
1201,706)
518 0
547 12,220 696
Note C o]
Q
524,202,551 669,437 829
LS +L17 1800.951.8%4
P A-14(a) 0
P A-14ra) 0
L18-L 15 o
FERC P 321 1800,951,894

Note A Classified into Fixed and Vanable Components it accordance with P A.14{a)

i
(Demand) ! Noa-Fuel
Fxed l wanable
() K

242 562,365
17.704 743
13 910 507
113.628.380

387.006 995
32,125 876

178 131

413,311,002

387 006.995

Note B FERC-1, P 121 {Accounts 562. 569 & 570) allccated on Gross Plant ratio - G3U to total

~ote 0 Accounts 5180004 & 5180005

Note D Cunrg 2006 PJM expenses were recorded in account 5§58 or in the following new acccunts which were
created pursuant to FERC Order 668

Hatabuty Flanming and Standards Denecpment Saraces sFER
Marke! Faciitaton Monitarng and Compliarce Servyices (FERT

System Controd And Load Cispatching

eduiing System Ccntrol and Dispateh Services ‘FERC Form-1 P 321)

Form 1 R 371N

561 4
S8t 8
5757

536

Q
o
118 155972

116155972

33.180.297

152,336 269

152.336.269 1

Exnibnt ¢
t3of 18

ergy)

Fuet
4

§25 351 088

674 (56 867
17 041,430
0

(201 706)

)

12.220 696
o

0
569,437,839

294,788,927

709,193,992
165.089,600

750 584 535
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A-14{3)
CLASSIFICATION OF FIXED AND VARIABLE PRODUC™ION EXPENSES
COST DATA BASED ON 12 MONTHS ENDED 12:31.2007 vWMTH JUNE 30 2008 UPDATES

Ling FERC Account Temand Zaergy
HNO Cescnpnen No Re:ated Related
1 Qperation supervtsion and engmeering 500 15011634 -

2 Fuel 501 - -

3 Fue! Handing 531 - 17 041 430
4 L:gnite Handiing 5071 xx - 2

5 Sale of Fiy Ash «Revenue & Cxpense) €01 xx ~ 12231 708}
<] Steam expenses 502 27 294 285 -

7 Steam lrom other sources 503 - -

8 Steam transferrea-Cr 504 -

3 Eiecinc expenses 505 1.097 803 -

10 Miscefianeous steam power expenses 506 47 347 373 -

1 Rents 507 38 377 -

12 Allcwances 509 - 5 887 819
13 Maintenance sLpervision and engineenng 510 - 7 065 5350
14 Maintenance of structures St 5 510 095 -

15 Maintenance of baler plant 512 - 72.037.478
16 Marntenance of efectnc plant 513 - 12 229 481
17 Mamntenance of nusceilaneous steam plant 514 8.044.730 -

18 Total steam power generation expenses 220,804 .359 105,744,307 115,060,082
18 Qperation supervision and engineenng 517 - .

20 Coolants and \VVater 519 - -

21 Steam expenses 520 - -

22 Steam fram other sources 521 -

23 Steam transterred-Cr 522 - -

24 Ciectnc expenses 523 - -

25 Miscellanecus nuclear power expenses 524 - .

26 Rernts 525 - -

27 Total nuclear power generation operation expenses [¢] 0

28 Maintenance supervision and engineenng 528 - -

29 Mainenance of structures . 529 - -

30 tamtenance of Rreactor plant equipment 530 - -

31 Maintenance of electnc plant 531 -

32 Maintenance of miscellaneous nuciear plant 532 - -

33 Tatal nuciear power generaton maintenance expenses 0 1]

34 Operation supervision and engineering 535 881 397 -

35 Water for power 536 31831

38 Hydraulic experses 537 813.983

37 Elecinc expensas 538 136,115 -

8 Misc hydraulic power generalicn expenses S3%8 1,875,729 -

39 Rents 540 344,451 -

40 Maintenance supenvision and engineenng 541 72,587 -

41 Maintenance of structures 542 543,374 -

42 Maintenance of reservoirs dams and watersays 543 1629711 .

43 Mamntenance of electnc plant 544 o} 4.095 920
44 Mantenance of miscelanecus hydraulic plant 545 368.275 -

45 T'otal hydrauhic power generauon expenses 6,697,428 4,095,920
45 Operattor supervision and engineerng 546 141,089 -

47 Fuel 547 o G

48 Generatcn expenses 548 273 160

43 Miscellaneous other power generation expenses 543 448 208

52 Qents 350 [

23 Mamntenance superason and engingenng 551 T8 g21

£2 Marterance of strictures 552 0 -

53 Manterance of genaraten and electnic piant 753 143423

54 Mawtenance of msc 2iner power generation piant £54 151 844

£ Totar other power 3eneralcn expenses 1.186.645 0

4

TOTAL CTHER PRODUCTION EXPENSES 113528 380 119 185 §72




A-15

PROCUCTION-RELATED DEPRECIATION EXPENSE
COST CATA BASED ON 12 MONTHS ENDED 12/31/2007 WATH JUNE 20, 2008 UFDATES

Note A,

Note 8-

Note C

Production
Related Cemand Energy
1} 2} i3

Steam Praducton Plant ote A A7 8(2 483 57 302 483 b}
Hydro Production Plant

Canyentcral Note A 1452760 1452780 l

Pump Storage MNote A 1426204 1426.294 s}
Other Produchon Note A 2.8471 165 2841185 ¢
Production Subtoial 73522702 73822702 0
Adjusiment to Depreciation Rate Note B Q 3 9
Production-Related Gen & Int Plant Note C 10 274 098 4437 562 5836 536
Adjustment 1o Depreciation Rate Note B C 0 Q s}
GSU-related Depreciation Expense Note B 559.581 559,581 b}
Adjustment to Depreciation Rate Note B a a3 0
Total Proguction 84,356,381 78,519,845 5 836.536

Lines 1 thraugh § are Depreciation Expense reported on page 336 of the
FERC Form No 1 tor Accounts 403, 403 1, 404 and 405

From Accounting.

Generat ang intangible Plant Deprecration Expense 18473837 FERC-t P 338 Cor ¢f)
Production-Retated % 5582% Page A-T L '3 Col:3)
Gen Plant Depr Exp - Prod Related 10 274,088

Aliocation of Production Related Gen & Int Plant Depreciation is based on the allocation
of Producticn Related General & intangible Plant Batances on P A-7, line 19



A-16

SRODUCTION-RELATED TAXES OTHER THAN INCOME TAXES
COST DATA BASED ON 12 MONTHS ENDED 12342007 *"MTH JUNE 30, 2008 UPDATES

10.
"

Note A,

Note 8

TAXES RELATED TQ PRODUCTION
NAGES AND SALARIES

State Uremplcyment
Federal Social Secunty & Linemployment

Tatal Taxes Related to Wages & Salanes

Real and Personal Property Tax
Franchise Tax

Business & Occupaton Taxes

Total Taxes Related to Production Plant
Totat Taxes Other Than income Taxes
Misc_& State Commission Assessments
Sales & Use Taxes

WV Public Service Commission

Other Misc Taxes

Check Total - Taxes Cther

REFERENCE

Nute A

Aote A

Nota A
Nots A

Note A

Lael S+L8

L3+t 7

MNote A

Nate A

Note A

FERC-T P 714

Exhibt i
‘6 af 18

Taxes other than Income Taxes will be those reported in FERC-1,

pages 262 & 263 as bsted ahova

Allocation to production based on wages and salanes in electnc operatons and
mamntenance expenses, excluding administrative and general expenses

- See Page A-7

Note C Allocation to production based on gross plant in service - See Page A-6

Note D Assigned entirely to production Altocation to Demand based on

Gross plant :n service

SYSTEM PRODUCTICN
AMQUNT ¥y AMOUNT DEMAND ENERGY
oy 12) 13y 43
147 231
8285 290
8223521 NoteB 4567 g8 2109834 2455 154
40456,441 Note C 18458 685 18 027.39C 459 295
{1.325.812) Note C {606,161) {590,782} (15.279)
36 913,374 NoleD 36913374 35976814 536.560
76.044.003 54 803,898 53413423 1390475
84.267.524 759371886 55523257  3.848 629
4 014,018 Note C 463.508 451 846 11763
3715513 Note C 1,698,733 1,655,633 43,100
1,726,298 Note C 789.263 769,238 20,025
90.723.351 62,323,490 58,399,374 392351
Allocation % w0
Production Demand Energy
55 55% 46 19% 53 81%
45 72% 97 46% 2 54%
100 00% 97 46% 2 54%



A-17

PRODUCTION-RELATED INCOME TAX
COST DATA BASED ON 12 MONTHS ENDED 12/31/2007 WITH JUNE 20 2008 UPDATES

~n

Return on :nvestment

Interest

Balance tor Equity Earmings

Combined income Tax Factor

Income Tax

Reference Arnount
ih

P A5 L 18 Colit: 243 915,454
P A3 L18X

P AT LY Coredy 36317 639
LreL2 153,598 815
P A-13 (17 349281
Laxl 3 75 663 342

Cemand
2}

215432494

3 49251

66,828 093

Energy

3

28 483 359

8 835.848

Exhibit
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5.18

COMPUTATICN OF EFFECTIVE (NCOME TAX RATE
ZOST DATA BASED ON 12 MONTHS ENDED 12/31:2007 YWITH JUNE 30,

SRR R

@

10
11
12
13

14

Netincome before Extranrdinary
Less Allowance for Funds Used Duntng Construcnon (LAFUDTY

Adjusted Net income

ircome Taxes

Feceral

Cther

Prevision for Deferred Inc Taxes

Provimon for Oet inc laxes-Cr

investment Tax Cr Adjustrment Net

Taxes Applicable to Other income and Deductons.

Income Taxes - Federal
Income Taxes - Other

Prowsion (or Deferred Inc Taxes
Prowvisian tar Oeferred inc Taxes - cradit

tnvastment Tax Credit Adj - Met

Total Income Taxes

Pretax Earnings Base
Effective Income Tax Rate

Combined Tax Factor

08 UPDATES

REFERENCE

FORC-t F 117 Accralg s Lags
Lre" LreZ

FERC-TP 1°4 Acct 409 1Ln 15
FERC-1 P 114 Acct 4091 16
FERC-1 P 74 Acct 4107 Ln 17
FERC-1P 114 Acci 411 1Ln 18
FERC-1P 114 Acct4tr4Ln 19

FERC-1 P 117 Acct 4092 Ln 53
FERC-1P 1'7 acc14092Ln 54
FERC-1P 117 Acct 4702 Ln 55
FERC-1 P 117 Acct 4112 L1 56
FERC-1 P17 Acct4115Ln 57

Lnes 4 thru 13

Ling 3 + 14

Line 14/ Line 15

Lne 161 (100 - Line 18)

Exhibit |
18 of 18

16915 033
{4 058 677)
150 559 27
(301 832.553)
(2,796 088)

4470634

0

17 614 123
{17 651,486)
(1.305 587)

62 148 516

188,310.835
33 60%

049261
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Exhibit 11

Certificate of Concurrence



Exhibit I

Certificate of Concurrence

This is ta certify that, as svidenced by the signature of its authorized
representative on the November [3 2008 Amended and Restated Interconnection
Agreement (Amended Agreement) between Appalachian Power Company (APCo) and
Kings;;on‘ };-’ower Company (Kingsport), which has been designated by APCo as
Appalachian Power Company First Revised FERC Rate Schedule No. 23 (Revised Rate
Schedule 23}, APCo has obtained the agreement of Kingsport to Revised Rate
Schedule 23 Kingsport requests that, if at all possible, any order accepting Revised
Rate Schedule 23 for filing be issued by December 12, 2008, so that Kingsport can
notify the Tennessee Regulatory Autherity (TRA) of the Federal Energy Regulatory
Commission's action regarding the effective date of the Amended Agreement, prior to
th'e TRA’s last conference in 2008, which is scheduled for Monday, December 15, 2008

Kingsport Power Company
(Kingsport)

By: g 1 K:“)

Name: BY‘IF\N X Wﬁﬂgjr

Title: kfgg Fres LGQQJ":‘L_

Date;: /3 J(/OJQHJOQ(* oZOOQA
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Settlement Agreement



SETTLEMENT AGREEMENT

This Settlement Agreement is entered into and effective this 13th day of
November 2008, by and between Appalachian Power Company (“APCo™) and
Kingsport Power Company (“KgPCo™) (collcctively the “AEP Companies™), and
ihe East Tennessee Energy Consumers, a group of KgPCo’s retail industrial
customers consisting of Eastman Chemical Company, Domtar Paper Company,
LLC, Air Products and Chemicals, Inc., BAE Systems Ordnance Systems, Inc.,
AGC TFlat Glass North America, and Wellmont Health Systems (collectively
“ETEC”). The AEP Companies and ETEC may be referred to individually as a

“Party” and coliectively as the Parties.”

WITNESSETH

WHEKEAS, APCo and KgPCo are electric operating company subsidiaries
of American Electric Power Company, Inc ("AEP”), and part of the east zone of
the AEP System (“AEP-East System”); and

WHEREAS, KgPCo provides electric service to retail customess in the
State of Tennessee under tariffs that are subject to the jurisdiction of the
Tennessee Regulatory Authority (“TRA™); and

WHILREAS, ETEC is a group of tetail industrial customers of KgPCo; and

WHEREAS, in order to meet the electric requirements of its retail
customers, KgPCo purchases wholesals electric service from APCo ar rates and
terms on file with the Federal Enetgy Regulatory Commission (“FERC™); and

WHEREAS, APCo currently provides wholesale electric service to KgPCo

under a full requirements agreement otiginally entered into on November 19,



1954, as such agrcement has been amended from time to time (1954
Agieement”); and

WHLEREAS, on March 28, 2008, APCo tiled with FERC a new agreement
for wholesale service to KgPCo (*2008 Apreement’), with a proposed etfective
date of July 1, 2008, which was intended to replace and supetsede, in its entirety,
the 1954 Agreement; and

WHEREAS, on behalf of its members, ETEC filed with FERC a protest
challenging the reasonableness of the rates set forth in the 2008 Agreement; and

WHEREAS, APCo withdrew the filing of the 2008 Agreement in order to
permit the Parties additional time to address concerns raised in ETEC’s FERC
protest; and

WHEREAS, the Parties have a,;;leed to the rates and terms under which
APCo will provide wholesale electric service to KgPCo, as more fully described
hercin, and certain changes that KgPCo will propose to its Purchased Power
Adjustment Rider on file at the TRA, which is the subject of a sepaiate settlement
agreement.

NOW THEREFORE, ir consideration of the premises and covenants set
forth in this Settlement Agreement, and for other good and valuable consideration,
the receipt and adequacy of which is hercby acknowledged, the Parties, each
inteadting o be legally bound, hereby agree as foillows:

I WHOLESALE RATE PROVISIONS
11 APCo will propose that FERC approve or accept an amended and

restated 1954 Agrecment, presented in accordance with FERC Order No 614,

2



which includes generation rates for service to KgPCo (“Scttlement Rates”)
designed in accordance with the following principles:

1 11 The Seitiement Rates will be established for an initial period
of three contract years, with scparately stated Sestlement Rates for each of
“Contract Year 1,” “Contract Year 2,” and “Contract Year 37 Contract Year ]
will 1un from Janvary 1, 2009, through December 31, 2009 Contract Year 2 will
ran from January !, 2010, thiough December 31, 2010 Contract Year 3 will run
from January 1, 2011, through December 31, 2011

1.1.2 The Settlernent Rates are designed to 1ecover APCo's total
annual base generation revenue requirement (total revenues less fuel and
transimission service revenues).

1 1.3 The Settlement Rates will increase the generation rates
cuntently charged under the 1954 Agreement (“Current Rates’) as follows: The
Contract Year 1 Settlement Rates are designed to produce generation revenues that
are $24 million higher than the generation revenues produced under the Current
Rates. The Contract Year 2 Settlemnent Rates are designed to produce generation
revenues that are 327 million higher than the generation revenues produced under
the Current Rates. The Contract Year 3 Scitlement Rates are designed to produce
generation 1evenues that are $36 million higher than the generation revenues
preduced under the Cumnrent Rates  These generation revenue incieases will be
allocated 95% to APCo’s demand charge and 5% to APCo’s energy charge. The
per-unit Scttlement Rates for each Contract Year ate set out in Attachment A

hereto



114 KgPCo shall pay for Network Integration Transmission

Service ("NITS”) and other applicable transmission-related services (other than
gencration-based Ancillary Services), as arranged by the AEP East System, in
accordance with the provisions of the PJM Open Access Transmission Service
Taziff (“OATT™), or other applicable FERC rate schedules, as such rate schedules,
which may be revised from time to time, apply o the AEP East System
companies

1.2 ETEC agrees that APCo may represent to FERC that ETEC supports
APCo’s request that FERC approve or accept the restated and amended 1954
Agreement and the rates set forth therein. ETEC further agrees that APCo will file
cost support for the Setilement Rates; however, it is explicitly recognized and
acknowledged that ETEC does not agree, and APCo will not represent that ETEC
agrees, to any specific rate principle ot the 1easonableness of any specific cost

item, including but not limited to the rate of return on common equity used in such

cost support.

13  APCo will propose to FERC that the amended and restated 1954
Agreement, including the rates set forth therein, be permitted to become effective
on January [, 2009. The Parties will work together and coopeiate in good faith to
prepare the necessary documents to be filed with FERC, and ETEC agrees to
support the effective date 1cquested in APCo’s FERC filing.

14 Notwithstanding anything in the amended and restated 1954
Agreement to the contrary, neither Party shall have a right unilaterally to 1equest

that FERC change the Settlement Rates where such change would become

4



effective prior to January 1, 2012, and neither Party shall lend any assistance or
suppolt 1o any third party that seeks trom FERC a change to the Settlement Rates
that would become cffective prior (o January 1, 2012. Either Party shall have the
right to make a filing with FERC, under Section 205 or 206 of the Federal Power
Act, proposing that the Settlement Rates be changed, provided that such filing
does not request that the proposed change be made effective prior to Januvary 1,
2012. Should a Party propose to change the Settlement Rates in accordance with
the provisions of the second sentence of this Section 1.4, the other Party shall have

any and all rights available to it to oppose such proposed change.

0. GENERAL SETTLEMENT PROVISIONS

2.1 ‘The making of this Settlement Agreement shall not be deemed in -
any respect to constitute an admission by a Party that any allegation ot contention
made or raised by cither Party in connection with any of the matters set out in this
Settlement Agreement, is true o1 valid. A Final Order by FERC accepting o
approving the amended and restated 1954 Agreement, including the 1ates set forth
therein, shall not constitute a determination by FERC as to the merits of any
allegation or contention previously made or raised by either Party.

22  The Settlement Agreement constitules a negotiated seltlement
between the Parties and, other than as explicitly provided herein, shall not be
regarded as establishing any principles or precedents and shall aot be deemed to
foreclose the Parties from making any contention in any future proceeding as to

mattets not explicitly addressed in this Settlement Agreement.



23 This Settlement Agreement embodies the entire final agreement and
understanding ot the Parties with respect to the matters covered herein, and
supersedes any prior dralts, understandings or agreements, oral or written, with
tespect thereto. There are no restrictions, promises, representations, warranties,
covenants or undertakings with respect to the matters covered herein, other than
those expressly set forth in this Settlement Agreement.

2.4  The discussions between the Parties that produced this Settlement
Agreement have been conducted with the explicit understanding and agreement
that all offers of settlement and discussions relating thereto are and shall be
privileged to the extent allowed by law, shall be without prejudice to the positions
ot a Party presenting any such offer or participating in any such discussion, and
are not to be used in any manner, excep't as strictly necessary to enforce the terms
of this Settlement Agreement. This Seitlement Agreement is agreed to on the
express condition that the Parties agree to withdraw the Settlement Agreement in
the event that FERC does not accept ot approve the amended and restated 1954
Agreement, including the rates set forth therein, without conditions or

moditications that are not acceptable to either Party. In such event, the withdrawn

Settlement Agreement shall not be used {or any other purpose

{The next page is the signature page]



The Parties have caused this Sctilement Agreement to be executed this 13th
day of November, 2008, by their respective duly authorized representatives  ‘The
Settlement Agreeinent may be executed in one or moze counterparts, each of
which shall be deemed to be an original but all of which shall logether constitute
one and the same Settlement Agreement. The Settlement Agieement shall not be
deemed to have been executed by either Party until it has been executed by both

Parties

EAST TENNESSEE ENERGY CONSUMERS
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